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INTRODUCTION 


Affordable housing is a major government housing goal and a 
major public concern. There is a general view that people 
have a right’ to housing, thatthe right to housing" means 
more’ thanyjUst -the rrgnt Pte SvePréer, and thatone part of 
the’ “more” ‘is ‘that howsing should be atfordables’ In this 
paper we examine the notion of housing affordability, the 
extent of affordability problems in Ontario, and the contri- 
bution of housing market imperfections to these problems. 
However, this paper's primary ‘aim is the assessment of 
polroeltes’ for“amelrvoratingsa feordabistivey problems. “One oft 
these is the Ontario Rent Review program.l poes it work? 
The answer, we find, is that it does -- but only marginally 
and only for selected groups of people. We suggest an 
alternative rent regulation program and other policies that 
together would do more good and cause less harm. 

We begin by examining ‘the’ nature” of housing 


affordability problems and suggest why they are a matter for 





This study was written while the first author was a visitor 
at the Centre for Urban and Community Studies, University of 
Toronto. We would like to thank the Centre for providing a 
stimulating and congenial environment in which to carry out 
the study. We would like to thank Peter Tomlinson for his 
many penetrating comments. We have also benefited at many 
points from the suggestions of John Todd and Trevor Lloyd; 
the comments of two anonymous referees have also been 
useful. We are also indebted to David Mosey for editing and 
other suggestions, to Keith Ward and a number of other 
officials for information and’ discussion, ‘to Alex’ Scala for 
unobtrusive editing that materially improved the manuscript, 
and to Jenny Arnott for her admirable research assistance, 
None of these people is responsible for any errors of fact 
or judgement that remain. 


DUD LLG ACOnCEern. Next we, discuss movangrcostsyydetined 
broadly, and their relation to affordability problems. In 
thepafod lowing a siect honamwe: eauscaithes cragtierinan £Or San 
affordability problem, put forward earlier, to assess the 
distnubution, of howsehotds, ineOntariao, wath jahiordabiitiry 
problems and the changing extent of the problem over time. 
Our next step is to put forward the criteria for assessing 
affordability policies. We then discuss some policies that 
involve regulations or minor expenditures rather than direct 
subsidy = ineparticuler, -policies-sforn dealing with market 
imperfections. We then examine, in turn, the Ontario Rent 
Review program and an alternative rent regulation program. 
Finally we examine subsidies targeted at the needy: fase, 
production-based housing subsidies, and then cash rent and 


income subsidies. 


THE NATURE OF AN AFFORDABILITY PROBLEM 


Def init lonvotyan Atfiordabala tye Problem 


A“ household’ may. bel ‘said to "havea chousings affordability 
problemrtiultyspendsttoor much ont hansings asia bhis paper, 
housing expenditure is expressed aS a percentage of house- 
hold income and we consider only rentensainpEmerelore: a 
household with an affordability problem is one whose rent is 
too high a percentage of its income. 

Rent is expenditure on housing service, and just as 


expenditure on, say, milk may be expressed as the price 


times the quantity of milk, so rent may be expressed as the 


price times the quantity of housing service: 


R = Pugh: (1) 


The price’ of housing servrce, "oly 1s “thes price of osome 


arbitrary standard? twnteeof housing serv ree.*? Te from ote 


period to the next the rent of an apartment doubles and the 
apartment does not change in any way, ane Yipcan’ bei said 
that the price of tts hows ing: services hassdoub leds The 
quantity of housing service, Gnas “he quantity of housing 
serivice4in termssotCthe standardvunde. Polisithe: rent<offan 
apartment increases and this increase is merely a reflection 
of renovations or other improvements in the housing services 
yielded by the apartment, then it can be said that the price 
or housing? service "has®nor changed only ithe quantity. 


Further, if a household moves in’a housing market in which 
there is a single price of howsing service and the rent of 
the new apartment is twice that of the old, then the house- 
hold is said to be consuming twice as much housing service. 


Thus an affordability problem exists when the rent-to- 


income ratio is too high or, equivalently, when 
Prdp/Y = (2) 


is toohigh;, where*y "ba “the: hovsenowid’ s income.) tltegcanube 
easily seen from (2) that the rent-to-income ratio will be 
too ‘high!’ if income ws! too low, or 1iether price: of inovsing 
service is*‘too high, or if the*quantity of housing sdrvice 


Ts’ *nooeWregin: Aecordadingi-y;) > ong way Of Ysodweing! tan 


affordability problem is by simply giving the household more 
income; VE evts rene idoesi not. change, 2tsi rent co-inceome 
ratlro  .neceisisarl lyenwiel lek a ll. Or the government might 
intervene in the housing market to lower the price of 
housing. Or the household might be persuaded to consume 


less housing service. 
A °Mat ter Vion Publace Concern: 


Why should an afhiordability problem be ajimatter Of wpubpiic 
concemn= One possible answer is that the question is 
inconsequential: alfordabilicy problems "clearly do concern 
the government and analysts should take this social value as 
a given. But this answer is too easy; we do not believe the 
question should be left unexamined. Lt May be tack bod 
conveniently by first asking why the rent=to-i1ncome wate 
should be of any more concern than the food expenditure-to- 
income ratio. The answer Fries in some chasacterisctice oF 
housing. 

First, housing expense is a relatively fixed expense. 
It is difficult and expensive to change when circumstances 
change. A household head who loses her job can quite easily 
buy beans and) hot dogs*for iher children timstead7oh (sodasit 
beef... Ltrwiblnot be so easy for her to reduce herwoeusing 
consumption. She will have to search for new accommodation, 
and if she as *ucky enough tortind Lower—rent housing she 
will then have to incur both the expense of moving and the 


associated disruption -- which may be considerable if her 


children have to change schools. The transaction costs 
associated with the purchase of food are quite trivial, but 
those associated with the purchase of housing service are 
substantial. 

Second, while any poor household3 has the option of 
Switchinge tocan monetonousie]—) but Metre ynweri biousis=-— diet, 
in which beans and grains largely replace meat, lower-rent 
housing may simply be unavailable. It may be unavailable 
because landlords perceive the household as one costly to 
deliver "services! 40% nany Sland fotdst refuse -to*rendto 
households -- especially low-income households -- with 
children. ©Or it“nayebe unavadd able ‘becawse ‘buLlding and 
housing-standard regulations do not permit low-quality 
housing. The quantity of housing service that the household 
would regard as affordable the community may regard as 
unsafe or not decent for its occupants, or as too unsightly 
or unsafe to be tolerable by neighbours. 

Given that the rent-to-income ratio should be of more 
publac: concern than the tood—expenditure=tos=income: ratio, 
why, stidly  shoustdaap maateriay Invches! Caseaot. low-income 
households, the answer is clear (see Fallis 1984). If they 
spend too much on, housing, therenwi1 i bertoocl il ttd e,money 
left to spend on food, clothing, and other necessities. vy 
all households are assured a minimum income through such 
schemes as Old Age Security and the Guaranteed Income 
Supplement, households that pay a relatively high price for 
housing service or that are trapped in over-housing will 


have a lower minimum standard of living than others, other 


things being equal. The answer is less clear in the case of 
households above the poverty line but below twice the 
poverty line (median income is approximately twice the 
poverty line). It can be said, however, that amrelatively 
high rent-to-income ratio for these households will to some 
extent defeat the equity goals of the income tax system, 
because marginal tax rates depend on income and do not take 
ImeEO. account tine er hec tron fa telat ey. mi Oi lee ser 
housing service on the standard of Aivingyof a household 
with a.given ancome. For > thevthninrd roupmort nousehowdc, 
those above median income, there is likely to be little 
availability problem and transactions (costs wield not iber-an 
important ibarrier. ) The ‘casemrfor soo lucy concern aiawuGh 
households have a high rent-to-income ratlo as Very.weak, 
unmless the high retio 1s a manifestation sortysome, other 


problem of policy interest. 


LSsues il speci ry ind Affordability Criteria 


If we assume that the high rent-to-income ratio of some 
households may be a matter of legitimate concern for public 
policy, two questions follow: How high must the ratio.be,to 
qualify as a problem? What is the nature of the households 
for which the high ratio. lssaiorob Lem? 

The traditional, acceptab lespat oO, 1s..25 Den. cept, asa 
ratio justified in the nineteenth century by the formula "a 
week's: wage for a monthissrent® pibanes cl 97 7,). Lt <i.ce the 


batlo enshrined in-publac, housing, Bules: 25 pen ycerteot 


income is the maximum rent in the federal public housing 
rent. ecale {Archer (1979.7 Taebdeez.)- DHis provision: 1s 
important for two reasons. PArtSt, fOr ‘norizontal equity it 
implies that households that are income-eligible for Public 
housing should not pay rent in the private market of more 
than 25 per cent of income unless they are voluntarily 
consuming more housing service than a public housing unit 
delivers. Second, so long as government policy reflects the 
values Of its electorate, the pubic hosing, rent scale 
implies that the electorate believe that a: rent-to-income 
ratio of morerthan 25 per went represents fa problem. 
Apparently contrary to these two points, however, are the 
provisions of the housing allowance programs in British 
Columbia and Quebec, which require households to spend 30 
per cent of income on rent before they become eligible for 
assistance. 

The discussion so far has implicitly assumed that there 
should be a@-singlerarrorgabtaity Criterion. However, the 
fundamental rationale for regarding a high rent-to-income 
ratio. asa problem implies that, the affordability ratio 
should vary by household size. Large households must spend 
more money than small ones on food, clothing, and other 
necessities in order to achieve the same standard of living. 
Leslie and Steele (1984, Table 13) estimate that a household 
of two adults plus a child needs to spend 22 per cent more 
on food and 29 per cent more on clothing than a household of 
only two adults. Thus, at a given income level, the larger 


is the housenold,’ the Tess it can atiorad to spend on 


Horus Lid. Therefore, “the, atfordabiliaey taal (shoutde pc 
smaller for large households than for small ones. 

Some direct evidence related to this point is assembled 
in Table 1, taken from Steele (1984). It shows. rent-to- 
income, ratios for van1ous Sizes) CEeshouseno kas Jw ucigee 
poverty—~bine incomes4 The Rattondes et rohowoe pacts 
calculated from model budgets developed by social service 
experts to show the expenditure mequareds for tans, adequare 
standard of Jiving.” » The other two setswote Gatos ache 
behaviourally rather than normatively based; thats 1s,n they 
are based on what households actually do spend rather than 
on what they should spend. It is noteworthy that all three 
sets show a much lower ratio for a two-person household than 
for a single-person household; ratios continue to decline, 
albeit more slowly, as household sizes increase. Indeed, 
the-«patiternwOfk thesiesratios provides something oOofga 
resolution of the seeming inconsistency between the 25 per 
cent public housing rent-to-income ratio and the 30 per cent 
housing allowance contribution rate in British Columbia and 
Quebec wmAd ls three isournces sin Mabie rilasshows anita tio. Lor, ia 
five-person household at least 5 percentage points less than 
the ratio, for a two-pexison household: Now the housing 
allowance programs in British Columbia and Quebec assist 
only the elderly, virtually all of whom are in one- or two- 
person households. It is thus appropriate that the contri- 
bution rate under these programs should be 5 percentage 


points, bigher “than the Maximunwrvatlowin publi cs-housiwngy 


TABLE 1 


Alternative Estimates of Rent-to-Income Ratios at the 
Poverty Line 





Size of 
Household Stevens Steele Ratford 
1 Pate .44 PG Re 
2 oe wo C26 
3 mp .29 easel, 
4 20 720 mae | 
5 <25 a24 me 
6 ee 23 ene: 
SOURCES: 


otevens: Stevens 1979, Table 28, 81, estimated ratio at 
poverty line in Winnipeg. 


Steele: Computed from the regression for Toronto CMA rent- 
ers with 1970 income less than $7,500 (Steele 1979, 
Table 7.8, 194). Fon estimation, .o£ rent,,. ..measured 
income is 1970 Statistics Canada revised low-income 
cut-off, and this is divided into permanent and transi- 
tory income components by taking the ratio of permanent 
income to observed income as equal to the ratio of 
regression sample means. In addition, the person 
constituting the one-person household is assumed to be 
female, aged 70, and not single, and to have seven 
years of education. The head of the two-person house- 
hold is female, aged 35, and not single, and has ten 
years of education and one child. For other household 


sizes, the head is a married male, aged 35, with nine 
years of education, and the other household members are 


one adult and a child or children. For the ratio 
computation, 1970 poverty-line income is inflated to 
1971 using average hourly earnings in manufacturing. 


Ratford: Computed from data in Municipality of Metropolitan 
Toronto Planning Department 1980 Housing in Metropoli- 
tan. Toronto, ALiordabile .eac Not?.~-Rentaelsstaken Exrom 
rents given, p. 18. Income is "minimum income required 
to afford a basic shelter package", Table.3,.p..19, for 
one- and two-person households and Appendix 4B, p. Al2 
for other sizes. The ratio given here for a one- 
person household is for an elderly person; for two- 
person households the ratio is for one adult and one 
child; for households of three and more persons, it is 
for two. adults and a child or children, 


where occupants are frequently three— to prve=perscon 
families. 

Ther & "arte Gels Or "OO Ort Cee Ore Pavey ey le 
affordability, coiterzon bY ancome. lie highermiae ma ncone, 
the greater is the percentage of it that can be spent on 
housing -whkthowt--eopardrz ing—expend eure *onr-o ther 
necessities. This implies that the higher is income, the 
higher should be the rent-to-income affordability criterion. 
Thus, if "the sahlordabi lity eriterion Loria, couple mca 50 oer 
cent at a poverty-line income, it should be greater than 30 
per centfat ‘the median income. There is an analogy here 
with the marginal tax rate, which is higher at the median 


income than it is at the poverty-line income. 


Pier ArrTorddbTisity Chive ranced liaise Paper 


We "POLIEGd VOU MabDOVem ciated ~ Laat lOmal lat Ordeal 1 ey 
criterion has been a rent-to-income ratio of 25 per cent. 
In addition, we argued that the larger the household is, the 
lower the ratio should be. For the purpose of this paper, 
we Wse7aSsetVot tent—to-=riCome rectOs that area stylized 
approximation of those indicated for poverty-line incomes in 
Tab Vex ee wie Speci yet bacloror > per "cent for a three— 
penrsonshouseho ld; thercomp rete array is 40, 30, 257 °22.5, 
and 20 “percent -for snouseholdssotone,.two,. three, four, and 
five or more persons respectively. in Gther words, for the 
traditional = househouwd “=-—"two- "parents with a yeas or 
children -- the ratio is no higher than the traditional one, 


but for the Kind cf housenotd that rarely existed in the 


10 


nineteenth century -- or even a few decades ae oe or el 
is higher. The ratios are not varied by income. For house- 
holds with an income below the GOVeETty Line, this will not 
make much practical difference. The income Slascrtioley oF 
demand for housing is so low5 that the great majority of 
unsubsidized households below the poverty line spend a 
higher proportion of income on rent than the typical 
unsubsidized household at the poverty line. For households 
above ‘the poverty line, the wse of ratios invariant to 
income does overstate the number of households with an 
affordability’ problem, to the extent that the single set of 
criteria used is in fact appropriate for poverty-line house- 
holds. But if the electorate were to regard 40 per cent for 
a single-person household and 30 per cent for a two-person 
household as unacceptably high rent-to-income ratios at the 
poverty line, then the numbers in the group between the 
poverty line and twice the poverty line might not be too 


large. 


MOVING COSTS AND AFFORDABILITY PROBLEMS 


We argued above that housing affordability problems should 
be a*matter of concern for public policy in part because of 
the importance Of the LCransactionm Costs associated with 
changing housing consumption through moving. We term these 
costs "Moving *COStsS and Uce Che pndse co Lrererm to all othe 


psychic and monetary costs associated with a move: search 


and information costs, the costs of the physical move 


4 | 


itself, decorating ‘costs, and other adjustment costs sau the 
new location. Moving costs may cause affordability problems 
for low-middle-income and low-income renters if they are so 
high that they stop a move to more affordable accommodation. 

Too few data are available to allow a direct estimate 
of the quantitative importance of moving costs, especially 
search and information costs and adjustment costs, Kis there 
are Indivect sindications §that they -are mportant, sovagticu= 
larly for certain groups, suchas the elderly. First, only 
because of the existence of moving costs -- as broadly 
defined here -- is security of tenure per se of value, and 
Vee Securt ty" On tenure. tS.Of “Surrlovent concern Conbe, the 
Subject On -provi sions si newbies Resi den tial enancuec gnc es 
Second, housing studies commonly show that households adjust 
to changes in underlying demand only with a very, Long ilag 
(see, for example, Hanushek and Quigley 1979), and this lag 
is consistent with the existence of substantial moving costs 
(as broadly defined here). Finally, there is. indirect 
Survey evidence. When elderly housing allowance recipients 


SUEV.CY 6desin Man ileobaswere -askediwhat whey wouldldo .rr “the 


allowance were eliminated, most responded that they would 
cut their food expenditure (Minuk and Davidson 1981). That 
is, to avoid a move into cheaper private accommodation or 
into cheaprspuUbl Vo snouetngeLOmstne elderly a they wou la cut 
expenditure on the first necessity of life, food. 

For high-income NOUsehioOn ds too, MOV I ndCosto. Lend io 


delay adjustment to changed conditions and, of course, tend 


12 


to make a household that moves worse off than a household 
with the same income that does not move. Do these 
conclusions have any implications or relevance for public 
poticy?® THecahsWwen depends on the nature of the move. If 
the move is a voluntary one, such as one made because of a 
JOb change, there is clearly no case for public concern. 
The costs of the move are undertaken voluntarily -- indeed, 
they are tax deductible if associated with a job change -- 
and a rational consumer will only undertake a job change if 
its benefits outwelgh the costs, of the move, Involuntary 
moves are a different matter. Whe keSsthe sr esi dent tai 
Tenancies Act protects renters of all income classes against 
certain kinds of arDitrapys eviction, 91 8 ldoes 410 pro tect 
trenantiswagainst: tad ll kindsmo reer Cerone i topecw iaica Piysitet 
does**not protect them? £romvevimetirongif? the building? they 
occupy is to be demolished, ‘renovated, or-converted’ to 
commerona Louse, siocvIrt sehesdand lordawarshes ttoscoccupyote 
dwelling himself. A final point, and the most relevant one 
for Phe purpose'’s /Ofsthas papersets tiraiiond y Shei renttrewiew 
PYOV 153 OMsy)-- NOE iierey Non Vomre rosso sr pl ew errt 
economic eviction, and thus households in premises exempt 
from rent review are not protected. Economic eviction is 
defined here aS a move caused by unconscionably large rent 
increases. Such increases; may to! somerextent .represent;ithe 
exercise of Limited monopoly power by ' the’ «landlord: -= power 
conferred on the landlord in some cases by the existence of 
moving costs. A rational household will not move out if the 


present vValpe of the ditterence: between the fenk, of 2ne 
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current accommodation and the market rent of equivalent 
accommodation is less than its moving costs. Thus some 
instances of high rent-to-income ratios among households 
above the poverty line may reflect attempted economic 
Oe Vile hbon. For this reason, the rent-to-income ratios of 
relatively high-income households are of some interest, as 


welel as the ratios) of. lower ancome households. 


AFFORDABILITY PROBLEMS AMONG ONTARIO RENTERS 


Who Has an Affordability Problem? 


How extensive are affordability problems among Ontario 
renters and) which renters iitend’ toshave thems Ourcdeftanution 
limits affordability problems to households below twice the 
po vVvier-tyaUane. s Tabibereshows (tha tt about. hal fyofealtehowe 
income households have an affordability problem while the 
overwhelming majority of low-middle-income households do 
note etT hiss beha wen nGer) Chatytowainconenl saammajoruscunce 
Of ,atflordabidity sprop.tems, 

A ,somewh ait. Sis pmdstnGi aspect of ableéen 2) ke wa-ths 
indicatirom thatthe. inesdenceyofliaifordabilbutysprobmens 
among low-income renters is not much greater in large urban 
areas thanvelsewheresoLhas suggestssthat the highemrents 
in aslLargepurbarm(aneds ar emomt setehyeohigheny incomes! semen 
among the low-income groups.® It is also possible that 


ments inypTorontosand jotheralargeurbananeas aremnot. as thigh 
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TABLE <2 


Renters with Affordability Problems in Ontario, 1982a 


Urban Centres 
with Popula- 


CLONS Of 

100,000 or Other Urban 

More Areas Rural Areas 

Y <P PCY eZ? Yor P<¥<2P ¥<P P<Y<2P 
All Renters 
Incidence QDs 2ewo ll) aAie 5 lw dh 9. AS Ga Sieg) adhe © 
Number ('000) Osa) 30.4 31.4 ee) 4.9 0.5 
Family Renters 
Incidence Gli TL 2s Ge 6.6: ) oa es [69.8%] [6.03%] 
Number ('000) 33. 4 3) ali eee? 4.0 Ayn? nei. 
pltdermly unen ters 
Incidence BZ2US BE  10R6% 13 4S fibko 26 & ny Sais Nl yas 
Number ('0OO0) ZO ae oer nea eae hres Nees 
a Weighted estimates for renters have been computed using 


1982 
Data file, 


Household Income, 
1981 Incomes. 
estimate is based on 25-49 observations; 
hie as 


cate 10-24 observations; 


the 
household, 


Facilities and Equipment Micro 


Parentheses: Indicate. -that,, the 


brackets indi- 


indicates fewer than 10 
observations or an estimate of fewer than 4,000 
holds. An 


house- 


af-fordabifl ity.problem yisjjtaken io, existy if 


rent-to-income 


as sEneee—person 


household, 
people. 
under 65 


ratio’ is 540% 
> 30% for a two-person household, 


hovusehota’ = 22.5% torr a 


for’ a’ “one—person 
>e25% Lor 


four-person 


and > 202 for “a household with Live or more 


and with 


A family is defined as any household with head 
at least one person less than 


Ve. 


An elderly household is defined as a household with a 
head .65, on older. 


Vareferms sto 1932. bouseholdaincome; 
bia -projecting 
on 


data base 


Enac 


Forward 1981 income given in 
the basis of the 
hourly earnings in manufacturing. 
Statistics Canada low-income cut-off 
it is designed for use with family data 


it is used here for households. 
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it was estimated 
the HIFE 
increase in average 
P refers to the 1982 
(1978 base); note 
although 


as they would be in the absence of rent review, but that 
rents fi other areas have been Witte taflrected® by trent 
review. 

While the incidence of affordabilrcyw problems is high 
among low-income renters Of ally types; a1t is much higher 
among famivres than among the elderly ~=="6 percent sas 
compared with 33 per cent in large urban areas./ For low- 
middle-income renters, however, the differential 1s much 
less, perhaps because more of the low-middle-income elderly 
are just barely above the poverty line. 

The incidence of high rent-to-income ratios among 
upper-income renters (those above ‘twice’ the poverty )linejas 
not shown in Table 2 because by definition they cannot have 
an affordability problem. However, in view of the arguments 
in the preceding section, it 1S worth noting that less than 
per ‘cence Of 9suchy renters Ihave -reties ‘high enougiy to’ be 
regarded as a problem if observed among lower-income 
groups.8 Ditseeruguee suggests, art tthe Vedst, Mubat any. 
monopoly power that landlords may possess has not resulted 


in severe hardship for upper-income renters. 


Aftordability: Problems ioversiimne 


What has “the pattern of atreordabilrty problems been over 
time? As Table 3 shows, “the number ‘of “households with 
arrordabi lity "problems ceciined "substantfallyeovwer the 
Veriod LIV6=32s) tnts ‘pormltapp iares Ho poe thavars ly srenters 
and elderly renters. In large urban centres, the number 


dropped hy 33 per centr fo l22,000. “Inthe other areas it 


16 


TABLE 3 


Number of Renters with Affordability Problems, 1976-1982, Ontarioa 








Urban Areas Other 
with Population Urban Areas, 
of 100,000 or;more Rural Areas 
(1969-base (1978-base (1969-base (1978-base 
poverty dane jy poverty: Linejyeepovercy Tine): poverty line) 
L976 1980 1980 1982 L376 1980 1980 1982 
('000) (0003) 0.007) ('O00 ) 
All 
Lenterse slovoed, Loo LS 6 eh pel ZZ2eD 43 1 44.0 44.0 44.8 
Family 
renters Von 60:7 6037 46.6 23.4 19.4 19.4 ae ae, 
Elderly 
renters 41.6 mer le) Bone 26.4 (Je9)P._ 8.30 8.36 Dao 
a Weighted estimates for renters computed using 1976 Household 


Income, Facilities and Eouipment Micko  Datawnile, 19/5 [ncomes: 
DIEGO eH DEE, 1979 Incomes; and POS 2 SPER Z eS 1) © Incomes, 
Parentheses indicate that the estimate is based on twenty-five 
to forty-nine obervations. An affordability problem is defined 
to pexteb if. the criterion given go Table 2 is satisfied: and if 
household»sincome is less than twice? the poverty line. House= 
hold income for 1982 is estimated as given in Table 2 and _ for 
other years 1s estimated’ analogously: Thespovepty, g#line 1S 
taken as the Statistics, Canada, low-income cut-off, "1969-base" 
cefers to the’ cut-off based on 1969 "family expenditure: data and 
"1978—base" to that based on 1978 family expenditure, data. 
Note “that ~the ecut=officis designedretor use ciwith 
family, data although bri smised wheres Lorsnouseholds. 


"Other urban areas: .on ky. 


17 


rose very slightly. Data computed on a somewhat different 
basis-.in» Miron-,and) Cul bangworth (1993, = Table: 4.40) —Indieate 
that the number of households with an affordability problem 
rose. Strongly shetween, 1972 <and=19.76,. and] thatthe. reversal 
in trend occurred between 1976 and 1978. 

Why did the "decline "occur? Part “Ol*the™ answer Ls va 
cise in the real income of low-income households. The 
proportion of renters with real income below the 1976 
poverty Lanes eee substantially between 1976 and 1982, 
reflecting the widespread indexing of government transfers 
such as Old Age Security payments and the substantial rise 
in Canada Pension Plan payments, among other factors. 

A second reason why the importance of affordability 
problems declined between 1976 and [982 is that for been 
low- and low-middle-income households the price of housing 
service rose less than income over this period. The 
increase in the rent component of the CPI’ between 1976 and 
Sie. Wa oe Onay  /uDer cet einieOttawa and: POLOntoO rani. 9 ter 
cent in Thunder Bay, much less than the rise in the overall 
CGPlw.  TAUS Citss perlode= saw,.a-charbp wad! In both the real 
price OF housing service and the price of housing service 
relative to disposable income per capita -- which in Ontario 
rose by 89 per cent.19 

Another “factorvin ‘the decline in attordahi lity probvenc 
between 1976 and 1982 was the increased amount of social 
housing provided during these years.1ll 

The decline in atfordability problems may have alse 


rerlected a reductien dn the housing consumption of. lane 
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income households. Doubling-up may have occurred, and the 
housing consumption per capita of continuing households may 
have déclined.~)Rub nether development is likely, since 
there 1s evidence that the incidence of erowding actual ly 
declined between 1976 and 1982,12 However, a rise in 
consumption per capita at or close to the margin does not 
rule out a decrease among other households. 

One final” observatt onasror WOceM Mak tgs Over tnis 
peritog@, as Tap be 13 "sows, ele cette change in the 
geographical distribution of renters -- especially family 
Fenters =— With aLLordavpi lity provuwvens. THis cCurange. Ln 
Large part’ reLrlects* "a change’ in the aistripution of ~house— 
holds below twice the poverty line. While the number of 
such households in large urban centres fell, the number in 
Sita Vers p aces*changed* it UWier Ore Vy ere incor e Orman Lie 
change in numbers had been proportionately the same in all 
areas, then the observed incidence of affordability problems 
would have been greater because Of =the “righer price of 
housing service in larger places. The change in distribu- 
tion may “have: come* abou t-pecause "Low-income nousehodds —- 
especially newly formed households -- deliberately sought 
out the lower-rent accommodation available in smaller 
placésS-4hf thisvmov emen@ trom theca ties résii tedtimnore 
commuting than there would otherwise have been, then some of 
the drop in the number of housenofdswiths*at fordabrility 


problems may be associated with a rise in commuting costs. 
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AFFORDABILITY PROBLEMS AND PUBLIC POLICY 


As we pointed out earlier, an affordability problem can have 
ag gLUuUMDIET Om eiGOOk, Cases. Ditterent, Causes -call iat or 
different public policy solutions. Indeed, in one situation 
theve is m0 -Gaseegat ally rorpoub bic CI ieecr Vent LOM. Boldt cuets 
when an affordability problem arises because a household is 
willingly. consuming nbousing “serwice, at. a higher Sthan 
Standard Weve Om wis wil ling by) bivoing, (at od. pr ch Gia ct 
location, where "willingly" means that even if moving costs 
were zero the household would not lower its consumption or 
change: its: location,l3 (A. household that, freely selects to 
be overhoused or to live at a prime location should not 
expect public assistance.even if its choice results in-an 
inadequatesamoOupeeor, Dundas, £Orn Lood sand -oLOothing...On.cie 
Other hand, there is a case for public intervention when the 
DLObD Penwarus esuloRm Other reasons. The, wide) pange "o£ 
possible “eeasons ais “reflected “ini the wealth of. spo icy 
Op tVOnsS ton dealing wwithvalrtordabi lity: problems. These 
options are presented and assessed below. 

One “CHiteeionei Sfeconomicy er ricitency., ~.Would the peop he 
gainingy fromthe implementation of ajpolicy gain -mores than 
the losers would lose? If so, the policy is more efficient 
than the reference policy. 

ANOtHEr seri Cerion, is requaiity, Wihate distribugion oF 
Denelits “arises ero va Given poli cy? Are benefits 
distributed to the neediest? We also consider the feasibi- 


lity of the policy. While we do analyse some policies that 
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do not have a good chance of public acceptance, in order to 
provide balance and perspective, policy recommendations must 


take into account political and administrative constraints. 


HOUSING MARKET IMPERFECTIONS, AFFORDABILITY PROBLEMS, AND 


GOVERNMENT INTERVENTION 


Limited Monopoly Power and Public Policy 


Affordability problems arise when ‘the ‘price of housing 
Set lCe’ Ae COON Lai, COneCeLvVab ly) le igh De seo) hia 
because of the existence of imperfections in the rental 
housing market -- in particular, the existence of monopoly 
Dower. In tact, landlords wrobabilv. Haves lite le rpower ov ér 
the market rent of a standard dwelling unit =— the median 
rent, for example, of a one-bedroom apartment in the central 
Sart Of ‘a city. | Enis is sO TOreiwoLeasorons sir et phil cally 
large city there are thousands of landlords; a few own large 
feah=rise buildings and) a amie mer Own mela wh et 
buildings,!14 including single-family homes converted. into 
duplexes and triplexes. .Thus,; no individual landlord ;can 
perceptroly itnflvence Marke leren es) Second; ohere Lom vec 
ently. Into. the rental™ howe industry.l9 Established 
landlords have no power to stop developers from erecting new 
buildings, and the existence™of a wet l—devel oped monutdage 
market means that the equity capital requirements for entry 
are small.’ “Additional” accommodation can “a lsocome” onto “the 


market through the conversion of single-family homes into 
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duplexes and triplexes, a process that often involves no 
more than the erection of a single wall and the installation 
of a door, or the conversion of a basement recreation area 
into an apartment. Freedom of entry means that if increased 
demand for accommodation pushes market rent above its long- 
run equilibrium level -- that is, above the level required 
LO COVeErLr GOStS andm@prov 1de vannormal, Tnerurm, —— tie screation 
of addi tional@dweisingsunives through new construction #or 
conversion will ensure that. this rent cannot persrse for 
very long. 

Although it is unlikely that landlords have any percep- 
tible power to affect market rent, a landlord may have 
perceptible monopoly power with respect to his particular 
UnTteSs. ) his situabvonimay, arise Lor «two. reasons. Shir se, 
the landlord's units may have unique structural features -- 
for instance, they may be the only ones available with a 
Elrveplaces However, such features are relatively easy to 
add Li there 1s a demand for them. A more important factor 
is, LOCatIONn. Sle Units Mayene thevwonly ones in -aipartreu— 
larly desirable neighbourhood. But it is questionable 
whether even locational advantage confers significant 
monopoly power. Zoning rules or other problems may make it 
Gir ivemlre to bullamnew units in the desirable neighbourhood, 
but they wulilgeneraily not prevent their construction: in 


locations’ that are’ close “subst itutes.16 
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Relaxing Zoning Rules 


pail i, this: discussion makes it clear that one policy that 


can help the affordability problem is a reduction in zoning 
constraints on new rental residential construction or 
conversion.!/ One advantage of relaxing constraints on 
ronvVersion is that convernsioguhacy Le geaee teat. “than 
construction on the appearance of a neighbourhood and for 
this reason may have less effect on the values of neighbour- 
ing properties. Moreover, it Toronto end oLner, Lerde cities, 
the victims of any crackdown, On 1) legal conversions are 


Wikely to include many households “with aftordaab lity 


problems. 


Moving Costs 


A second possible source of landlord monopoly power, is the 
existence of moving costs. A rational tenant will not move 
in response to a rent hike unless the present value of the 
difference between his new rent and the rent of a similar 
alternative unit is. less, than, the moving cost (detined 
broadly). . This gives the landlord the power To sets the rent 
Stores eunit above that Of a simi law a Breer i ar we Ute tie 


other hand, the landlord does not generally know either the 
tenant's moving cost or the present valueor the nent dir— 
ferential, in part because the, latter depends on the ‘Length 
of time the tenant intends to continue occupying the ind 
Purther, the, landlord.incurs cogta 1 t a tenn sea oe. == 


advertising, management, redecorating, and other adjustment 
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costs, and perhaps, Vacancy losses. » af sthnegcenano nce 
stands this, he may be able to bargain for a rent Lower than 
that of a simubarkalternative.. o Dhuss the, si tuetionsias 
elements of bilateral monopoly, not simple monopoly. 
Indeed, the widely observed phenomenon (see, for example, 
Kain ands OutGg Ley, Went | 2980) sof neniweaveconrnims 
associated with length of tenure indicates that on balance 
there is a gain from being a sitting tenant.l9 fhus, there 
is no reason in «enerak to expect landlords; to, exp lout 
Sitting tenants because of the power conferred on them by 
the @xistences of movang costs, although, 1t may happens 


some instances. 


Imperrect Information and Public POUL CY 


Another housing market imperfection is imperfect informa- 
Lion. VER Swmaymoer Cheesource {Olean -alrordanuluty prop) ener 
it. resi Gs untamnousecnoid, s) paying. As DremLum «price. fer 
housing service. rine possibke importance of. imperfect 
INnbOrMation. US andicarcedepy yhe wide, range <in the prices of 
hOUSING SeEEVice Im aygivenimankets -Some Variation inthe 
Pent Dalrasnorest Miter) teaus clearly €o be expectedwunea 
Meat ke Cowhere Chere are wimius Uunden Trent icontrol alongside 
UnLis note Under imene. COnm-Lol. «But .evenswhen, there 7s uno 
Rent COnere | ecniches1 = Wises Vanlation, «Staranczak.-Lo7e) 
Boundschat.on Ly wo obe: Cent.or ithe Variation in the rents 
For modest units in Ontario in 1971 was explained by charac- 
teristics such as sizesand location. Further, in a very 


careful study that pald’ great attention to identifying any 
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possible quality variable that might explain otherwise 
unexplained differentials, Friedman and Weinberg (1982) 
concluded that a substantial amount of rent variation is 
indeed attributable to price variation: that is, a substan- 
tial part of the differences in rentiin their sample was+J 
actributable not to differences in the Ssizamr quality of 
unLts but rather to differences inprents pala for unies of 
Similar size and quality. Some households get bargains and 
others pay a premium. 

Enis ALSCussi0n points toe policy wo) 6561 ot 15.1 OW-K 
income households’ search for bargain Waites i,t Lacey 
agencies such as the Children's Aid Society already. give 
some housing-search assistance in connection with their 
social service work. But this kind of sassistance =-— having 
ap socialeworkér rhe lpiwathesearchre— Ueecostiky. A less 
costly method of assistance would be the establishment of a 
bet of available accommodation. The list@woudd indicate 
Eents. and provide information such as swheriecn Dr nota 
landlord was willing to rent to households with children. 
Such a list would be highly useful 1f at were aggressively 
maintained. In some centres, profit-seeking agencies 
already offer lists of this kind, but low-income households 
may find the charge for the service difficult to afford. 


Free lists are currently available to students through the 


housing service departments of universities. A listing 
service could be set up as a department of a municipal 
housing agency such as Toronto's Cicyhone. Aiepng tre 


university service for a model.2l Such a service might be 


soe 


positively attractive torsmall  Vandlords 1h 1G under ours co 
confine users of the list to creditworthy housenolds with 
acceptable records as tenants. Screening may be too diffi- 
cult or too expensive for small landlords to undertake, but 
it is apt to be very important to them, especially in view 
of: “the legallandother dittiiculties? -assecrated: wren the 
eviction of bad tenants. Of course, there would have to be 
safeguards to protect possible users of the list against 
uUnLain exclusion’. Lt -showlda be noted, NhoweVv GE a erat 
landlords who advertised their units in the newspaper would 
in principle have no way of determining whether or Now a 
potential tenant had been favourably assessed by the housing 
agency, so long as the agency did not release this informa- 
Ons. 

The uUsevoL; publ TLoapunds to provides such: 4, Lvst tovan 
attractive, policy.) Dteswould “probably be economied lay 
efficient because a single agency should be able to provide 
information much more cheaply than tenants and landlords 
acting VSeparately, Mandy ve would probably be equitanie 
because the service would be provided largely to low-income 
households. Indeed, iG hardly scems fair that students,. who 
have the prospect ‘of a high-income life ahead of them, 
Pecei yen Chis (winds orrscr vice tree from. publicly -subsidaced 
institutions and Jow=income families do not: 

The eLteceyveness vor Providing Lists and other intorma= 
tion to low-income households is supported by evidence from 


the Experimental Housing Allowance Program in the United 
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States, While evidence from EHAP Suggests that housing 


bargains are usually obtained through personal: contact 


rather than diligent search (Leigh 1981), enrollees appear 


to have both wanted and used information services, and these 


Services have indeed helped them find better housing. The 
services have been especially helpful to households likely 
 pencounter racial discrimanatwon, wee TOS byes wwe 
suggests that in a Canadian context they would be especially 
useful to households with children. Furthermore, yintorma— 
tion services were found to be clearly more effective than 
traditional social work services -- that is, problem- 


responsive services that provide help to households as it is 


needed. 


Discrimination in Rental Housing Markets, High-Cost House- 


hoLdsyend sPub lic Rolerey. 


pome households may have an affordability problem because 
Civeveare the Victims Of discrimination. ONCAEID O. Cy ctor 
dealing with this situation is human rights legislation that 


DEOCnt bts sol scrimination. » Ontanmlo,doecabavcy beg is tation 
Phat wororects minority—-race. nouscno lds, el Choudioa tbs 
Possible that. its enforcement 1S mot yuagorous enougn to 


provide very good protection. 


Reducing the Cost of Serving High-Cost Households 


Other households may have affordability problems because 
their payments for housing service include a premium that is 


based not on discrimination, but rather on an assessment 
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that they are high-cost tenants. In this paper, a premium 
price of rental service will not be taken as discriminatory 
if the household belongs to a category of households that is 
costly to serve. In this case, tthe premium is a rational 
response on thespart of the landiord and 1s economically 
Gefiiecwvent Lon thevicategory as; awioLe,, So LOnd as spur ia 
egual to the difference, at the margin, between the cost of 
delivering service to a Standard €enant and the cost of 
delivering it to a tenant in the category under considera- 
tron. For instance, if, on average, low-income households 
led by single-parent mothers impose greater maintenance 
costs and bad-debt losses on landlords than do standard 
Eenants), Le. 1s economically “efficrent to charge them a 
higher rent. 

Edeal ly, smly chose who were activa iy “haigh-cace 
tenants, rather than all those who were members of a cate- 
gory that was costly on average, would be charged premiums. 
BUG LE. Etiyis “too sexpensi ve, (or 21f rt AS impossible) “ste 
perform the individual-by-indvidual assessments required to 
implement the ideal, then the economically efficient policy 
is diprerential charging according to category. There is an 
analogy) here wa thia toatings) Or .Car Insurance -purpoces: 
ideal ly, each irlver would be, charged. according to his 
individual risk, but instead drivers are charged a premium 
LE they belong to @ category that on average has high 
baie. OF Course, vunevewwil i tbe inequity im & poles er 


charging a premium by category, because the members of the 
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category will not be exactly alike. But there will also be 
inequity -- as well as economic inefficiency -- if there is 
no differential charging whatsoever. For instance, it would 
not be fair to charge low-income elderly tenants the same 
rent as single-parent families Tf it cost mere To provide 
service to the latter than to the former. 

ruUrihner, Che inequitable aspects Glad r.eren ua. 
Charging will “be more “than offset Tf the income "tax and 
social security systems recognize that members of high-cost 
categories who are charged higher rents than standard house- 
holds need more money than standard households to reach a 
given standard of living. An analogy with food expenditure 
is useful here. A mother ‘and child may’ require more food 
than a standard household, but no one expects the grocer to 
charge the two households the ‘same “total “amount, 
irrespective of the amount it costs him to supply them. On 
the other hand, the fact that different “‘howseholds need 
Gtererent amounts Of food should "be"=— "and to one exert is 
-- recognized by government policy. 

Two Ranos Of DOLICIGES COULO ef blroletle ys .ecnl. o. Ui 
premiums that households in’a “bad tenant" category pay. 
Pires, policies coud be put in place that would make such 
households ‘better’ tenants. For instance, the provision of 
childcare and youth programs in local schools and recreation 
centres might reduce wear and tear on housing by children. 
Increased police protection might reduce both vandalism and 
property damage -- as wel 2as* “personal “inyury ——cCirom 


domestic disputes. Further, social security payments such 
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as the child tax credit could be made on a monthly basis and 
mailed to.arrive toward .the.end of the month, just before 
rent payments are generally due. This would help to ensure 
that rent payments were made on time, making the household 
more creditworthy. 

Another policy that would make certain households less 
costly to serve would be the establishment of an emergency 
rent fund; sadminispercq not by a social assistance agence, 
but by a housing agency. The rationale for the fund would 
be the lack of access of Low-income households to private 
Capital markets. It: would, make loans solely to enable 
Cenanlts sco meet eenrtmoaymenus. The loans would be shorts 
term, and they would be made only when there was a sound 
bases Lon expecting them to ube. pepaid. A. hous tngsagency 
WOULLG Detirn ae wOsl Clon tLOLascsess applicants because of “1ts 
experience invdealing with rent delinguency among 1ts own 
tenants. This would be an efficient policy if the emergency 
fund could be made self-sustaining. Even if the fund needed 
subsidy, rt would "sta lijreprmesent an improvements 1m 
@hPICICNCY Sir ues LOowereds thescoota sto bang lords of serv ising 
low-income households.2 

Im addition, the premium rent paid by tenants in a low= 
rateds,category .could, be ,educed for, some. households by 
FeCUS UNG asCieO. COST Of) TnPomra.t Lon to: land or dis. my 
partrculary, with more, information, Landlords would be able 
to determine when a household was inexpensive to serve. Not 


all households in a low-rated category are alike. 
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Combating Restrictions A ainst High-Cost Households 


Some policies intended to deal with discrimination in the 
housing market may have perverse effects: Une such policy 
would be legislation that made rent premiums for high-cost 
households illegal. Under such a policy, landlords would 
earn a lower return if they accepted a high-cost tenant 
rather than an average tenant. Accordingly, assuming that 
landlords are profit-maximizing, they would attempt to 
exclude such tenants, who, as a4 reswudt, would have 
difficulty finding any accommodation instead of merely 
baviing tO; pay a premium for it. 

A Dan on rent premiums might intact have very 11ttle 
effect of any kind. To a substantial extent, buildings are 
targeted to a specitic group: of potential, tenante. and: i 
buildings targeted to high-cost tenants all of the units are 
likely to have a premium, not merely those occupied by such 
tenants. This premium may not always be readily apparent 
because it may take the formof a lower standard of building 
Maintenance. Buildings that vermie chiidren may orteu 
accommodation that is in poorer repair than the accommoda- 
tion in adult-only buildings. 

One policy’ that would reduce the premium that high=coer 
households pay would be a law making their exclusion from 
any accommodation illegal. The City of Toronto has moved 
one step in this direction by requiring landlords to permit 
children if any lived in the building when the by-law was 


passed. The Toronto by-law may tend to inhibit landlords in 


oa. 


nearby qursid terionse tf rom snénting to! shousehemids?) with 
children because of the possibility that they be required to 
COnNLCINUG MLO De prepared tO. do. so. 169 general, laws 
requiring landlords to accept households with children will 
be 1netiirecirent so long as the rent of a unlt in a pulang 
does. not vary according to the tenant occupying it, because 
households with children will tend to pay less than their 
marginal cost to the landlord (assuming that such households 
are high-cost households)23 and other households will tend 
to pay more. Further, the presence of children may impose 
negative externalities on childless households. At the 
extreme, the lack of adult-only rental accommodation might 
force quiet adults into single-family home-ownership. 

Ad CHOUGh vanpoOLicy that required Landlords to rentaco 
households with children would be inefficient, some inter- 
vention in the market in support of such households may be 
necessary. A situation in which households with children 
cannot find rental accommodation is contrary to fundamental 
social values. One way of providing accommodation for them 
is; through social housing. But intervention in the private 
Market is) anwalternative. The loss of efficiency would be 
BeduUCeO, Ut tien intervient Lon took the form of a requirement 
that hand lords of “a. certain size’ permit children im sa 
PEOPOCEL ON OF “thelr units. Landitords: would be freeuto 
determine which of their units would be available for this 
purpose. They might provide the units in the lower two or 


three» floors Of a high-rise building, or they might provide 


them in a separate building. 


Se 


The affordability effects of such a policy would be 
mixed, Li providing housing service for families were 
puotitable, landlords would do it voluntarily. When 
landlords are forced to serve unprofitable groups and cannot 
vary rent according to type of tenant, they will tend to 
increase rents for all tenants, including. low-cost groups 
such as,the elderly, in order to,maintain thein overalderate 
Of neturn.,-Thus;: the, likely effect of the policy would, bea 
reduction in the price of housing service for families 
(because of the increased supply of «such-housing), -butea 
rise in the price of housing service for the elderly. 

Intervention, to, inerease, housing saviaiilabizbityator 
families is being made attractive in some large cities by 
the disappearance of much. of the kind of housing that poor 
Lamilies tend»to occupy. Old, ,.low-rise housing, Close lto the 
pentre-dsibeing gentrified.24 In, such housing,» the, noise of 
Children wis .a relatively minor problem because tenants have 
few neighbours separated only by a wall or floor, and the 
cost of children's wear and tear is relatively low because 
the structure is old and frequently not well-maintained.*° 
Families are apt to be less costly to serve in such housing 


than in new, large, multiple-unit buildings. 


Building Codes, Housing Standards, and Public Policy 


The discussion in this section of affordability problems and 
poLiciess.to ,deal», with, them hasesojgiau dealt only wwirh 
problems and policies associated with the price of housing 


service. But another factor in affordability problems. is 
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Che quantity OL housing service consumed. (Kent can ybe coo 
high 1f£ therquantity .of Nousing Service 1S" too Greats tay 
is, “bh acconmodatcrvon 1S) excessively sSpaclOUc mom fort 
excessively high quality. What constitutes an. excessive 
quantity of housing depends, of course, on the agent making 
the judgement. We shall focus on the situation in which the 
quantity of housing is excessive in the view of the house- 
hold concerned, in the sense that the household, given its 
income Tandy thespricersor housing Service, would not willingly 
choose ithe jaccommodation 10 “1s Living in, 22, anterior 
accommodation were available. | 

One cause of this situation is the constraints imposed 
by building codes, electrical codes, and housing standards. 
Since December 31, 1975, all municipalities in Ontario have 
been required to follow the Ontario Building Code. Many 
municipalities already had building codes of their own. A 


building code sets minimum standards that construction and 


renovation MUSt ‘Ssatlsty for the Safety of the: inhabitants. of 
a building and its neighbours. for the extent. that ‘the 
building code is enforced, a household cannot choose to live 
im and pay —LoOr New Of wrenoVated accommodation that has a 
lower structural quality per square foot than the code 
allows.26 The force.of this constraint is somewhat reduced 
by “the ‘existence “or builkdings constructed in “earlier 
decades, since only Gsenovated portions of such buildings 
need sCOn LOU Lo weeteE CURE OTM BCOUdG {27 (nis ¢ clearly this 


relaxation diminisnes with Cime and 1s less important the 
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more stringent earlier standards were. Further, the rent 
differential between old and new bulldings will not fully 
reflect the lower standards of older codes if a sufficient 


number of tenants do not value the current bitel duag code 


requirements. Instead, the rent of older units will tend to 
be pulled up by the higher cost of new units. 

How’ important ws thas dome aie Bye wtisieeifiech, on 
affordability? The answer depends, first, on the difference 
between the level of housing quality that a low-income 
household would freely choose and the building code minimum. 
A household might prefer a half-hour fire separation to an 
hour separation between its house and the adjacent row house 
L£'Pt \couldvspend more! on food, elobthing; sand Smoke detec- 
OLS. fe might noltygreathy minmdiitme odor sHandiother 
problems associated with an unvented toilet, the incon- 
venience and hazard of having only two electrical outlets in 
its bedrooms rather than three,28 or the hazard of having no 
handratl-on Pts stairs. Noldata@eretavailabd eton which of 
the housing characteristics requir eanbyitheecodey house- 
holdérs value more than. otherssg. vubuthsomet tqnidance to 
relative preferences for structural qualities in general is 
given by data from rural areas, where building codes are apt 
to be non-existent, very recent, or unenforced. In Ontario 
in 297 6 oan! esitimated? 1Saperucentio€g (spoc0r ind near~poor 
fural households had no erunning! waten; for large urban 
areas, where a lack of running water is illegal, the figure 
was less than 1 per cent. The proportion of poor households 


without central heating was 28 per cent in rural areas and 


ie 


under 2 per cent in large urban areas.-2 Evidently, when 
the poor ware wetarively *inconstrained,  ciey frequent ty 
accept a very low level of structural ey Rad ae order to 
spend more ofr Pheir Limited income on food; "clothing, cand 
other goods. T£ Over 13 per cent. of poor households choose 
housing with no running water when they have the opportunity 
to do so, then it ws plausible that far more’ tham boaper 
cent would accept an unvented toilet rather than a COS! Ter 
vented toilet, if they had the choice. In the same vein, if 
28 per cent accept no ch rea heating, it is plausible that 
far more than 2o per cent would choose two electrical ee 
lets per bedroom rather than three,.30 

The e@brect Of DULIding codes and other requlativons on 
abrordabl pity also depends on “the extent to which Vandlerds 
are able to pass on the extra costs Of providing housing 
service satisfying these regulations. If no households 
placed any Value Jon Ceptain "structural characteristic. 
required by law, if regulations were everywhere the same and 
were fully enforced, and if the amount of land zoned resi- 
dentval “were fixeqa, then the Cost “of Satisfying requ vataenus 
would be. akin-to a tax on oul ldung and would in the tongsceun 
Doth lower Vand Values-ands increase the price of housing 
service somewhat. It is plausible, however, that middle- 
and upper-income households do value the characteristics 
required by law. The law was, after all,’ passed by 
legislators responsible to the electorate. In this casey 


the cost of satisfying regulations would result in a greater 
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bacreas i 
ose: let he price tof heysiingeseewiee® Wied lan the 


»revi 
E Ous case, an increase borne by all renters, poor and 


NON-poor., This can be seen by noting that if non-poor 


households value the characteristics ‘vequired by law’=- in 
other words, if the regulations on characteristics are not a 
binding constraint on their choice -+ then “the cost of 
providing these characteristics will not lower the return to 
builders building housing for them. And since developers of 
rental housing for the poor have to competevain? tthe. and 
market with other developers, the price of land for housing 
for the poor will tend to be greater than in the previous 
case. Thus the poor tend to have to pay the costs of provi- 
ding ‘the characteristics required by! regulations DE they 


wish landlords to provide them -- rather than just middle- 


and upper-income households -- with housing. 


ime Rationale for Building Regulations 


Tyes discussion of, building, iregudations vias! so man not 
mentioned their rationales. A major one is the prevention 
of negative externalities. The requirement that there be 
walls, doors, and piping to a standard that ensures one hour 
of fire separation between dwelling units clearly exists to 


prevent a household from suffering injury and damage because 
opthe care Llessness~ or: bad) Luckiof “rts snerghbours, The 
requirement that there be ground cover3l helps prevent 
eyesores in the neighbourhood. 

A second rationale for regulations is the view that 


structural characteristics required for the safety and 
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health, of .occupantspare imerit,goods) that tshoulda be ylegal ly 
required whether the occupants wish to pay for them or not. 
This: is probab by the; mad onagjus tit teat toni Tor wegureing Aan 
Owner-occupier who adds new stairs to include a handrail 
whether he wants one or not. 

A third rationale may be taken broadly as the cost of 
informatlongsto consumers. Consumers are not building 
experts and so do not know when a building is unsafe and 
unhealthy. In effect, the building codes tell them what is 
required),for health and isafety, > and the building,’ "electri-=- 
Cisthy, sand golumbinga inspectors) anmed With wher code vact as 
qualLity «controlwoffircers,; helping to. prevent lunsate and 


unheakthys buiddings strom sbeingisold* or srented tottli-= 


informed households. 
Policy Options wlth Respect tor bullding Regulations 


There are a number of alternative policies for dealing with 
affordability problems arising from the constraint on house- 


hold schorce amposed by=burlding requilations. 9 THE "£iILSt 1s a 


reduction dan,,building. code .and; housing «standards. This 
measure, would-requigye ran expertecost-benefitvianallysus of 
existing regulations. Lt may tbesjthat "certainestandards are 
unnecessarily high because alternative ways of achieving the 
same end have not been sufficiently considered. One may 
ask, for instance, whether permanently wired smoke detectors 
designed to sound 1n moretenantoneidwel lingntgn fet might not 


be a cheaper and more effective way of preventing the spread 


of fire than a one-hour fire separation between units. 
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In addition, a more fundamental change might be consi- 


dered. The single current building code might be replaced 
by two or more versions of varying stringency. Caray 
planners or a like body would then determine which version 
to apply in a given district. 

ine analogy to .goning is obvious. In areas where most 
Oot the housing was built decades ago under much less 
Stringent standards than those currently in use, there would 
be a good case for making,the least stringent version of the 
code apply to new, construction,. alteration, ~andsrenovation 
sO-asS tO not unduly discourage, such activity. ) For instance, 
PLOoperty owners would probably, be “reliuctang (bow payee 
renovations completed to a high standard of fire resistance 
if the remainder of the house, and neighbouring houses, were 
much less fire resistant. Households very concerned about 
fire resistance would tend instead to undertake new con- 
struction in other neighbourhoods. This discussion. suggests 
what the different sets of regulations should be like. In 
partiicular; the loosest. set might »be old, regulations —- 
revised where they were merely obsolescent rather than less 
demanding -- and the tightest set might be current regula- 
£LEnN Ss Mus. .One GLstrict an. apc Liyeemgnt «bes governed 
essentially by forty-year-old standards, another by twenty- 
year-old standards, and another by current standards. 

The efficiency and equity of this policy would clearly 
depend on the way in which various districts were treated. 
For an indicator of efficiency the planners could use the 


estimated property value in a district, choosing the set of 
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regulations that maximized this value. (This “decisions rule 
has been suggested for use in zoning decisions.) In an area 
where most of the existing dwelling units were old and built 
under old, relatively low standards, the existing negative 
externalities such as fire hazard would plausibly mean that 
property values would be highest if relatively undemanding 
regulations were specified. Alterations and renovations 
could be carried out without increasing standards in a 
bul bding to a level tfar above that OF LES neLrqndoursee =n an 
area where the old housing largely houses low-income house- 
hotds, Lt as parviculbar ly sumiikely “that” Chere would) oe 
demand for "renovated “housing built to a high Standara, 
surrounded “as it “would “be by houses built” to “a” ower 
standard. 

Tt is'possible that in some respects a formal system of 
different regulations for dillferent districts “would merely 
regularize existing practices. Building inspectors may be 
less demanding when a building being altered is surrounded 
by old buildings below modern standards than they are in 
other situations.32 Or more illegal renovation may occur in 
Old “netghbourhocds-sthan «elscewiere ==" an especially Wikeuy 
event if burlding inspectors depend on complaints to “catch 
illegal work33 and if many neighbours have done or intend to 
do 1llegal work themselvess But ft would surely “be more 
CrLlerenitewalia hea Paw cOreirOoreve desert OT aR ey loose 
regulations than to allow illegal work. 

The, use Of fdttrerent sets of standards? —-—~“perhace 


called “very old!, ~"old" and “modern” ——*would ‘stild allow 
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ae ; . 
uilding codes and inspections to perform an information 


Functi 
tion for consumers. An owner could choose to build to a 


higher standard than the one required in his district and 


have the certificate reflect this. 

Most of the reasons that underlie the proposal for 
dvirrerent versions of building codés could alea Ge to 
Piccaty the introduction of different Verse. -— oe 
formalized differential enforcement -- of housing standards. 
There is already the precedent that only the health and 
safety provisions of the Ontario Building Code are enforced 
for buildings scheduled for demolition. From the United 
States come indications of more generous drerercntiat 
enforcement. The following passage occurs in what Elliott 
snd Ouinn (1983) call “one of ‘the most iniiuentiatapro. 


nouncements on housing code enforcement": 


The door is open for enforcement agencies to 
relate their programs to the general character and 
Specific problems of given areas. Inspection 
energies can thus be concentrated where they are 
most effective rather than widely scattered on the 
usual basis of servicing complaints. In areas 
scheduled for early demolition ("slums") enforce- 


ment efforts may well be limited to interim 
contro of the most flagrant health and safety 
havards.Primarya.inmspection energies can be 
devoted to areas of substandard grade, but not 
warranting demolition ("intermediate areas"), 
where wide enforcement of a fair total standard 
would be the goal. (American Public Health Asso- 
ciation Committee on the Hygiene of Housing, 1945, 


44-45; emphasis added) 





This quotation refers to a wider variation in enforce- 


ment standards than we have proposed here and leads to 
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another point. 9 siipposesthat,jscontrary to cathe mpolicy sop gion 
considered above, the high standards embodied in the current 
regulations “in, Manger citiessaresapp lied topalisdistaieus, 
rich and poors “if the imposition of these, standards 14 (nor 
to contribute importantly (to the affordability problems jor 
the poor, there must be some public subsidy. It seems fair 
that the majority who impose whe, standards ens Lhe poon l= — 
who evidently do not greatly value them -- should in large 
part pay for them. Further, given high standards, a subsidy 
May be jjustwiied onpenbiciencyagrounds,. since itowe Veotioer 
the dampening in the demand for space by low-income house- 
holds caused by (the fact that low-quality; low-cost space 1s 


tl egal and ethics dai toi ee tOnn ind. 


RENT REGULATION I: RENT REVIEW IN ONTARIO AND 


AFFORDABILITY PROBLEMS 


So far we have discussed certain regulations -- those for 
ZORLnG yp POs nos etendy hous. ngi standardsys Sp that cause or 
exacerbate affordability problems. In this section we 


discuss regu. lations| that, appeanwm to; bei idi reacted to. the 
reduction Of “at fordability “problems: -srent2réview. . The rent 
review provistons"of tthe Residential) Tenancaes Act essen- 
tans yialelow. and londsmtonincreasesthesrent oh ianunnit once a 
year by 6 per cent as a righteand toranerease went by more 
than this if. the Residential Tenancies: Commission approves. 
in? denevaies iycredsess will btbesapprovediti Pattiicey- sare. no 


greater? than): costvinicre Gases Or Gi “they taneigpequiteed to 
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enable the landlord to earn revenue equal to 2 per cent more 
than his costs. Among the costs that may be passed through 
are financing costs, although in late 1982 the extent to 
which financing cost increases resulting from the purchase 
of a building could be passed through was greatly curtailed. 
TwO important exemptions from rent review are premises 


renting for over $750 per month and those in buildings where 


no unit was rented before 1976.34 
The Overall Impact _on Rents 


The intent of the rent review Legislation is that 2ts guide 
line increase should apply to accommodation that yields an 
unchanging bundle of howsing services, Lt iss-aimed at 
restraining the price of housing service (except to the 
extent that price increases are associated Waterco OS. t 
increases or to the extent that the landlord's return is too 
low)auwtol what extent has it doneiso? e9Theresis no question 
that rent review has had an impact in some instances. 


Whether it has had a more general impact is Yess clears. The 


raw data shown in Table 4 indicate it has apparently had a 
ibs bantialh +- butrnot weryysubstantials—-1 efioe, The 
median difference between covered and exempt two-bedroom 
units in April 1982 was 21 per cent. The differential was 
far greater in Toronto and places close by than it was 
elsewhere. 

However, these data cannot be taken at face value. The 


exempt units may be of higher quality than the covered 


units. Jazairi (1983) finds this to be the case for a 
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TABLE 4 


Rents for Covered and Exempt Apartments, Ontario, April 1982 





Average Monthly Rent, Two-Bedroom 


Apartments in Buildings with Six 
or More Units 


Percentage 
CLty Review-Covered Review-Exempt Difference 
TOrOntO S444 $641 44.4 
Mississauga 31D 500 Sate 
Hamilton SiGe Bo SOR 
Thunder Bay 35.0 400 OM eee 
Sarnia 322 386 TS Bee 
BranreLond 280 329 eS 
Kingston 2 828 Tale 


SOURCE: The first two columns are taken from a CMHC Rent 
Survey Vas* neported *ineMvron-and) CullingwornthoG1933, 
24). 
sample of Toronto apartments of various sizes. While the 
estimated raw differential between covered and controlled 
apartments 1572) iperm cent; dhiterences in qua licy and size 
account “LOresal Le bite 9? Vto (hase percentage? points LOEW tiris 
amount. sand! Vazabei tsuggests -tChat® 9* pormnts Visas better 
estimate than 14 (ibid., 26). Indeed, there is good reason 
to Pdoube “that the dipierentival “1s evenvas hightaswoepoints: 
Pmisvpossi bite -that mich "oOfsenerves timated d1rrterential rs 
acteributable’ tol newness! Tathers than to “exemption virem rent 


review.3> Further, Jazairi does not include the length of 
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tenure of tenants as one of his explanatory variables, 
despite the well-established finding that long-term tenants 
On average enjoy a rent discount.36 But covered units are 
substantially older than exempt units, and therefore more 


covered units than exempt units are occupied by long-term 


tenants receiving discounts. In view of this circumstance, 


the discount attributable to rent review could easily be 
well under 9 per cent in Toronto and -- in view of the 
differences in Table 4 -- close to zero in places outside 
the Toronto orbit. Assuming that in the absence of rent 
control the price of housing service would be between Che 
price of covered units and the price of exempt units,37 the 
discount attributable to rent review is even less than this 
rather small differential. We conclude that the assumed 7.5 
Per cence discount for the province as a whole used in 
earlier official calculations of benefits (Ontario Ministry 
of Municipal Affairs and Housing 1982) is probably much too 
great. 

It is important to note that even if the average effect 


of rent review on rent increases were ZELO, Lo wot. 
probably stiil be of benefit to households. Consider two 
scenarios. In the rent review scenario, 30 per cent of 
rents increase by 20 per cent; in the unregulated market 
scenario, 10 per cent of rents increase by 60 per cent. The 
average effect is the same in each case, but a risk-averse 
renter would prefer the first scenario: such a renter would 


Peer tperter off with a 30 per cent risk OL a merely 
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undesirable event than with a LU» per cere YPisk vot a 


calamity.38 Under the standard assumption that households 


are risk-averse, rent review is thus a benefit. 


Impacts on Rent Paid by Low-Income Households 


Of course, the impact of rent review on the price of housing 
service paid by poor and near-poor renters might be quite 
different from its impact. for renters’ on average. Consider, 
first, wthe impact fot illegal rent “increases, There is 
little official investigation of such increases (Arnott with 
Johnston 1981), and when there are prosecutions they are 
likely to come about through pressure from articulate highn- 
income renters in Duxury buildings.39° thie suaqestssthat 
the prices paid by the poor are even less likely to be 
directly restrained by rent review than the price of housing 
service on average. 

The, guideline soystem ‘Can work against the elderly poor. 
Because a maximum increase of 6 per cent is permitted in any 
year as (a Vight,s Vand lords who! skip a vear wi li Viereve:: 
receive a lower rent unless they successfully apply for rent 
review. »- The, consequence of rewarding_a poor, elderly’ widow 
who as a“good tenant —— or Of simply taking pity on hem == 
by NOG ralsing her rere 1s a. lower legal rene in “future 
years. More generally, the disincentive. for Pength-of- 
tenure discounts inplicit in the guide linessystem ‘tends! tp 
work against all long-term tenants, and the poor elderly are 
especially likely vo bewinithls.group. Sliis impomeeamnteto 


add that the high observed incidence of zero rent increases 
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even in cities where the market is strong suggests that 
tenure discounts are important in general and that even 
under rent review they are important. In October 1981, 16 
per cent of non-movers in Metro Toronto reported no rent 
increase Over the preceding year, and in other cities the 
percentage was much higher. Further, in buildings with 
fewer than six units -- plausibly the buildings whose land- 
lords are most likely to reward individual tenants -- the 
Percentage was, far higher, ranging tromy32, per cent in 
Teeonto. to.63 per cent in, Windsor (Ontario eMange Ly por 
Muoptecipal Affairs .aand Housing 1982). Tabie lai). pieeuhape 
many small landlords simply ignore rent review, rewarding 
good long-term tenants with low rent increases while 
imposing illegally high increases on new tenants. 

Phe cost pass-through rules too can work to the 
detriment of low-income renters in particular situations. 
If there is a large cost increase in a single year, the 
landlord obtains maximum rents by applying for cost past-— 
through immediately and following the guidetine in future 
years... Without rent review, the sane ultimate rent,level 
may be reached more slowly and evenly, thus cushioning 
tenants. Very large increases are especially alike ly sho 
arise when interest rates, rise. A sudden, large tnerease 
rather than an increase spread over time is: bak ely to.gec8 
special hardship for the immobile old, but it will aolso be a 
substantial hardship for other poor households. They are 


unlikely to have financial reserves with which to,soften the 
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blow, especially if they are already paying hail seuerr 


income Eor Gwent. 
Maintenance and Low-Income Households 


One theoretically likely effect of rent review ws a decrease 
in Maintenance (Arnott, with vonnston L9sl- Frankena 1975). 
Landlords have more freedom under rent review to determine 
the implicit price of houSing service than to determine the 
rent they charqe: rent review explicitly refers to rents, 
not: to the peice of housing service... handlords whow@arce 
restricted to a guideline increase of 6 per cent may keep 
the implicit price of their housing service equal to what 1 
would be in a free market by reducing the amount of housing 
service they deliver. 

However, a lower level of maintenance accompanied by 
lower rent might be positively attractive to low-income 
iO US C1vO) dis. We wous dec heat ly improve (ahtordeptiaty, 
Further, as we argued earlier, low-income households in 
large urban areas would probably prefer, given their income, 
to live in lower-quality accommodation than they currently 
occupy... Arhigh steve llorenaineenance, like high boLlding 


standards, may be consistent with the preferences of middle- 
and upper-income renters, but not with those of the poor -- 
again, given their income. In a free market; lVandlords 
Might Teduce their risk Of vacancy by targeting their uniecs 
at the more plentiful middle-income renters, leaving the 


low-income market badly eserved. “The availability of wnite 


with reduced maintenance and reduced rent would probably be 
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particularly helpful for poor families with children, 


because it would reduce the extent to which they are 


feracrvely costly to. serve: crayon marks are less costly on 


a five-year-old paint job than they are on a fresh one. 
Despite the theoretical presumption that rent review is 


likely to reduce maintenance, there is no evidence that 


Ontario's rent review program has had this effect. Year 
after year, renters surveyed in Ontario have been asked 
about changes in maintenance in their buildings, and year 
after year more than two-thirds have replied that there has 
been no change, while considerably more than two-thirds of 


the remainder have reported improvement rather than deterio- 


ration. 40 
Conversions, Renovations, and Demolitions 


A renter may experience a rise in the price of housing 
service not because of a rise where he currently lives, but 
because he is forced to move to more expensive accommoda-— 
tion. Evictions May occur as a direct consequence Of a 
landlord's attempt to escape the constraints of rent review. 
A landlord may sell a converted house wi bietwol lor slr ae 
apartments to a purchaser who changes» it baekwintova single- 
family house. Rental apartments May be converted into 
condominiums. A building may be demolished and replaced by 
a condominium Kueh aee a rental apartment building -- 
exempt from controls because of thetnew seconstructiocn 


provision - or “some other type of building. The landlord 
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Nay undertake renovations so extensive as to require his 
tenants to move. 

thence are Grounds, Lom beltveving that (tne “tenawes 
dispossessed by condominium conversions, demolitions, and 
luxury renovations will disproportionately be the poor and 
near-poor. Well-located but old, low-density buildings with 
below-market rents are prime candidates for redevelopment. 
Old buildings with obsolescent kitchens and bathrooms and no 
recreational facilities tend to be occupied by the poor and 
near-poor. To the extent that the rents in such buildings 
are below market, their occupants tend to be the elderly 
poor and near-poor, since they are generally perceived to be 
Mow=cost tenants. The causation also works the atheraway; 
elderly tenants have very low mobility rates and therefore 
tend “ror receive substantial long—tenure, rent discounts: sin 
consequence; any building largely tenanted by thewelderidly 
tends to have below-market rents. Moving .costssfor -the 
elderly are probably high and so €viction will be a great 
focde oe =wageract> retbected in, the great «outcry, that 
frequently occurs when they "lose their homes". 

Any accommodation that exists after conversion or reno- 
Vation ls Very tikely tovbe beyond the means of the poor, 
e1vinen pecalse 1U requires Owner Occupancy or because, its 
rent ns) too high. Thus the poor suffer: a» double? bdiow: 
evietion conrronts (ehem with substantial moving costs, and 
they are apt to be unable to find another housing: bargain-as 
good as their previous one. Upper-income households. that 


suffer eviction because of conversion or renovation at least 


50 


have the consolation that their choice of luxury housing is 


widened, but such housing is of course irrelevant to the 


poor. 

How important are these phenomena? Condominium 
conversions have occurred in significant numbers and have 
ikeadi Someshmunicipalities, notably the Caty of Toanon toy;16 
refuse to permit them as a general rule. Demolitions in 
1981 in the City of Toronto were planned or underway for at 
beastietwenty apartment buildings with vovernw50i junits. 
Luxury renovations involving evictions also affected a sub- 
Stantial number of units in 1981 (CityiofiToronto Blanning 
and Development Department 1982). It is not clear, however, 
that this activity is a consequence of rent review. Demoli- 
tions of old buildings are to be expected in any city where 
land values close to the centre have increased greatly over 
time. The bare land alone at a site in north Toronto may be 
worth far more than the present value of the expected rents 
of an old four-storey building on the site, with or without 
Penkecontrols. Whe ratio of the) vahuer> i rehberreandite the 
value of the building is just too high to be economic under 
6urrent® conditions: «© 'This is underscored tif ithe building is 
obsolete. Condominium conversion and luxury renovations 
close to the city centre should also be expected to occur 
whether or not there is rent review, given the increase in 
two-earner families with a desire to minimize commuting time 
and given the secular rise in real incomes and the asso- 


ciated rise in demand for luxury accommodation and home- 


aL 


ownership. Further, intilation has “accentuated ™@the trax 
advantages of home-ownership. The large-scale gentrifica- 
tion occurring Im the home=ownership market (that as, 


outside the rental housing market) in some parts of central 


Toronto is a clear sign that factors other than rent review 


also contribute importantly to the demolation rand = buxury 


renovation of rental buildings. 


The Rationing Mechanisin 


Rent review can increase the affordability problem for some 
households if it creates a shortage in the covered sector 
and if “the ratvoning mechanism. tends to, go ‘against. them, 
Landlords whose rents are kept below their free market level 
by rent review aver inital pos velonsco sick and "choose. among 
applicant tenants. The losers have to pay the higher rents 
inv tHhes.exemptesectore-=srenes iigher, um all Vike lhitood, 
than they would be in the absence of rent review (Smith and 
Fallis 1984). 

The poor are likely to be disproportionately the losers 
in this situation, if only because their poverty makes them 
less creditworthy than high-income tenants. The elderly 
poor, however, are quite clearly “exceptions to this rules” A 
sharp distinetion must be made between them “and the ‘other 
poor, espectalm@y Eames. Thesclderly have*governmemt 
pensions; which venove them trrom thercategorytof the 
desperately poor “and ensure echat thelr Income wilLlLonot 


fluctuate. Poor families are apt to swing between low-wage 


income “and “social -assistance. Moreover, theirrchi ldren, 
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like most children, are apt to be noisy and to cause 


damage.4l For these reasons alone, the elderly poor are apt 


to be winners and poor families are apt to be losers in the 


search for affordable housing. But the elderly poor have a 


further advantage. They are very immobile -- far less 
mobile than poor families -- and the immobile are major 
winners in the rationing of scarce housing simply because 
they got there first, and once in possession, they can stay 
in possession -- unless there is demolition, conversion, Or 
luxury renovation. 

There is one possible scenario that could make the 
elderly losers in some rationing situations. Suppose that 
Boer agh proportion of the Ontarilovrertalm@e Lock =— 
especially in buildings with few dwelling units -- rent 
review applies de facto only to continuing tenants. This 
scenario has some plausibility. A continuing tenant can 
simply refuse to pay an illegal rent increase and he cannot 
be evicted except for a limited number of reasons. New 
tenants, however, often have no way of knowing previous 
Peters there is no rent registry =— andgeven if they do 
eventually discover them, they may find it repugnant to 
hebnoual justice to refuse to pay the rent they agreed to pay 
before they moved in. In this situation, a landlord seeking 
a maximum return will choose tenants who are more mobile 
than the tenants it wouze be optimal for him to choose in a 


free market. The optimal mobility rate for a landlord 


depends on a comparison of vacancy, decorating, advertising, 
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and administration costs on turnover -- all of which will be 
low in a tight market -- with the differential between legal 
rent increases and optimal rent increases. Consequently, 
landlords of rundown properties may positively prefer poor 
families to the poor elderly, since families are much more 


mobile than the elderly. 


Indirectsinpacts 


Numerous government programs have subsidized the private 
rental market in the years since the initial imposition of 
rent. review. These «subsidy programs were (put an eplace 
partly to generate employment and partly to increase the 
supply of rentaleuntes., Mhbesmarketiwassbecomimmg! too tone 
and few units were forthcoming. This tightening «ofmthe 
market may have been caused by the prevailing high rates of 
inflation, which greatly increased mortgage payments if s the 
traditional level payment mortgage was used. The higher 
mortgage Dayments were to Ya Large extent offset by the 
prospec te TO RP eUtune se Cap tale ea ile —3tes pe cia] ieee 
condominium conversion was anticipated in five or ten years 
-~ but the negative cash flow in the early years of a 
project was beyond the capacity of many developers to 
sustain42 and uncongenial to mortgage lenders.43 As Ozanne 


has*saldjwinea paper dealing wich the UsS rentals housing 


Meris pce: 


There; 1S. one problem, accepted universally. That 


problem sis) /ini vation, the «primary tunsettling 
factokieLp thersarenited Manket dus ing sthenn.t970's,. 
(1981, 48) 
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However, the tightening of the market that provoked the 


Subsidy programs may have been caused not entirely by 
inflation, but by rent review as well.44 Although new 
rental units were exempt from controls, many developers may 
have feared that this status would not last and so ceased 
building rental units. 

The major subsidy program of the 1970s, the Assisted 
Rental Program, if taken in combination with the tax subsidy 
available to MURBs (Multiple Unit Residential Buildings), 
has an estimated present value per dwelling unit assisted of 
amost’ 520;000"(CMHC 1983, Table 675); | Clearly,” a* tl00d of 
ARP units4° subsidized to this massive extent would hold 
down the rents of existing non-ARP units.46 [To the extent 
that these programs were the result of a market problem 
brought about by rent review, they were perhaps the major 
contribution of rent review to improving the affordability 
of housing, especially outside Toronto. To see this, assume 
thatwtne real interest rate is*4 per cent so that the annual 
value of the ARP and MURB subsidies is very conservatively 
taken at $800 per unit. This is’ equivalent to. Sov per 
month. Suppose that half of this subsidy is passed on to 
renters, so that rents are $33.50 less than they would 
otherwise be. If ARP units are close substitutes for 
existing units, then the discounting of ARP rents (relative 
to what they would be in the absence of the ARP and MURB 
Subsidies) by $33.50 reduces the rent that tenants are 
willing to pay for non-ARP units; for those non-ARP units 


that are very similar to ARP units, the reduction in rents 


ws 


(relative to, what they would be wrehout ARP) »is close sco 
$33.50 pér month; for other unmEtes the reduction Wo wesc. 
Thus it is entirely plausible that the ARP and MURB subsi- 
dies have dampened the average rent of existing units by 
something like $25 per month. This is more than 10\ per cent 
of the average rent in the province in 1980 and thus more 
than almost anyone would suppose that the direct impact of 


rent review on rents has been. 


Behavioural Response and Affordability 


In general, households respond to a decrease in the price of 
a good by consuming more Of it. Thus, 1f rent review lowers 
the price of housing service (relative to the price of other 
goods), the consumpttron of housing Service. is predicted to 
increase. “Since rent, by definition, is the price times the 
quantity of housing ‘Service, this prediction implies that 
Under “Lent (heview «tie wdlOp in, Fents. =— and. according hy (Ene 
reduction in observed valtlordabidity problems <= will aun 
generdl De less than ene cdroomin sthe price of (housing 
service. A household that would have squeezed itself into a 
one-bedroom, aparement wat. there were no rent review midhe 
instead live in a two-bedroom one. Dydecd, so the price 
elasticity of demand for housing were unity, rent review 
would bring no observed improvement in affordability what- 
SsoeVer.. Plrappears, Nowever,)that thevprace elasticity of 


demand for housing among low-income households is far below 


unity -- and indeed far below 0.5.47 therefore a reduction 
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in the price of housing service will reduce affordability 


problems. 


Evidence on Affordability Effects 


we havev argued that rent review in Ontario’ has had Vittle 


effect on market rents in general, but we have also sug- 


gested various reasons why, nonetheless, it may have 
affected the affordability of the housing of the poor and 


near-poor. We now*return. to thé atfordabplityedacaa14— 
cussed earlier in this paper to assess whether rent review 
has had a discernable overall effect on affordability. 
Ptewild be cecal led that the data show ae dvop.o 
affordability problems over the 1976-82 period. As we noted 
Pewter; there’ are a number of possible explanations jor 
this drop other than housing policy. Further, housing sub- 
sidy programs such as ARP, which depressed rents in the 
exempt sector, clearly played a role in the improvement in 
PeLtoradability over this period. Tt’ is, ‘therefore, 
impossible to say whether or not any of the improvement was 
an effect of rent review. However, there is one piece of 
evidence to suggest that at least some Ob LLG yw ase The 
number of elderly households with afftordabi latyyprobLems 
fell somewhat more than did the number of families with such 
problems. And the elderly, as we have pointed out, are low- 
cost, immobile households, and therefore especially likely 
to benefit from rent review. Thus it is consistent with 
the data that rent review did have some effect on’ aftftord- 


ability, although other factors such as higher incomes and 
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increased social housing for the elderly might also explain 


this effect. 
Inereicrencies 


One “of the grounds Porm sopposing rent wevilew 71s Sune 
inefELCLTencies Lt introduces.) There Gs, first ortali ene 
cost of the resources used in administering and complying 
with the policy. However, the costs to the government have 
been quite low -- $4.7 million in the 1980-81 fiscal year 
(Ontario Ministry Ofehoust@ng wwe eb,oranle 5.0). “Lines costs 
to landlords and tenants have probably been low as well, 
except when rapid increases in interest rates have resulted 
ina Lengewnunber of applications for increases higher than 
the “guide Line. iesecondsinerritcvency "that is genera. hy 
predvctred “vs "a vdaivieustion- Of @resources "from “hous dig 
maintenance, Owing to the disincentive to maintenance 
implicit ink the. guideline system (Arnott 4wilth? Johns ton 
1981). The evidence reported earlier in this paper, while 
noe conclusive, doessnoee supports thisrepredictton, More 


generally, the evidence suggests that rent review has had 


little overall market impact, and little overall effect on 
maintenance us. theoretical by, “as; well” as empirically: 
COnStSstent (wltne thas. | 

A third predicted = inefficiency of rent review is the 
diversion (of  Gwesources. from anvestment in? new rental 
houSing. There has indeed been a substantial decline in 


rental =nousing ‘starts since the implementation *ofvrent 
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review, but it is plausible that this decline has occurred 


largely because of the multifarious effects of inflation and 


demographic changes -- the factors largely responsible for 


the decline in rental starts in the U.S., where rent control 
is not widespread (see Ozanne 1981; Hendershott 1981) -- 
and, in the last few years, because of the ending of ARP and 
the elimination of the MURB tax subsidy. Again, a minimal 
effect on rental housing investment is consistent with the 
evidence of little effect on rents and maintenance. 

A more general observation on efficiency effects is in 
Graecrp. While it is trie’ that rent control generally “has 
more’ effect on the housing stock the longer it is in effect, 
Ontario's form of rent control has self-destruct character- 
istics that tend to reduce the force of this generalization. 
Dwellings are exempt from rent control not just if they are 
newly built or, say, less than five years old;ebuti pivthey 
were completed after the beginning of 1976. Units exempt on 
the basis of age are thus a growing proportion of the stock. 
Further, there has been no change in this rule for years, so 
expectations of a tightening of the exemption rules should 
tend to decline. The exemption rules were actually loosened 
in 1979, when dwellings renting for $750 per month or more 
were exempted. With inflation, this exemption increases in 
quantitative importance over time, and by 1984 a substantial 
proportion of new units in Toronto were exempt on this basis 
alone. This erosion in coverage presumably has an impact on 
expectations, which are critical in determining investment 


in rental housing: only if the expected stream of future 
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rents over a long period is high enough will the investment 
be profitable. Thus the evident erosion of the coverage of 
rent review has probably reduced the negative impact of rent 
review on the expectations of the future stream of rents, 
and for that reason reduced its negative impact on invest- 
ment in rental housing. 

This discussion would not be complete without a warning 
note. At present, vacancy rates in most Ontario cities are 
very, low.” This situationgic ikelyslouresurt un substantial 
rent increases in the near future, especially if there is a 
substantial decline in the unemployment rate and if real 
interest vatesr do not tale ea LOM chour very Ith courte. 


levels. If these increased rents bring about irresistible 


political pressure for 4a trgntening Of rent review, Or <le 
investors expect that they may do so, investment in rental 
housing will be severely discouraged just when it is badly 
needed. A major reason for ending or softening rent review 
is to forestall this effect. Ending rent review would help 
to ensure that investors will respond to the signals that 


there is high demand without the aid of programs such as ARP 
and thus would helo ctovensure  liat there tc no Housing 


Chun. 
The Distribution of Benefits and Costs 


Earlier, we considered the effects of rent review on the 
affordability of housing for poor and near-poor renters. 


But, f£Or ah assessment Of rene review as ah arrordabi Pyvey 
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policy, we also need to examine the benefits and costs for 


other income groups. In assessing the overall costs and 


benefits, we assume that ideally the benefits of any 


economic policy go to the neediest, the costs are borne by 
the least needy, and people in similar circumstances do not 
Get. dot Lerent benefits: or bear; different codtha: In 


addition, we assume that people should not benefit from the 


exploitation of monopoly power, whether or not they are 


needy. 

The first aspect of distribution we shall examine is 
buewdist mibution, of» the,.,benefit,. of, ipratec tion yagainet 
unconscionable increases. This benefit is likely greater 
than the cost of the extra lumpiness of increases arising 
from the cost pass-through aspect of rent review. Further, 
on the assumption that households are risk-averse, the 
removal of the risk of unconscionable increases is worth 
more than the amount of such increases in the absence of 
rent review. This benefit tends to increase with a house- 
hold's moving .costs. For athis! reason;sstheced derl yi == 
whether poor or of middle income -- have probably been the 
group receiving the largest average benefit; poor families 


may also have been important beneficiaries. Few of the rich 


have received this benefit because few of them are renters 
(see Miron and Cullingworth 1983, Table 8.1). The majority 
of beneficiaries have been middle-income renters simply 
hecaause mostunsubsidized centers arecadn this clase.) 1 The 
costs of this benefit have been borne largely by those 


landlords who would otherwise have exploited the limited 
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monopoly power they have because of the existence of moving 
costs"or ibecause® zonEng and’ other factors -Limierthe “supply 
of Unbts-“wittht! partacutar Yeharacterlst1¢s; = and by those 
landlords who would have used such increases as a means to 
evict, in situations where explicit evictions are illegal. 
We earlier adduced evidence that, overall, rents have 
beer little ettecvedeby trenterev news “But Somesrents*tiave 
been taf fecved Py Whe anerene hikely benerictarres?* Plrst, 
they probably live in areas, such as downtown Toronto, “Im 
which the market rent has risen relative to rents elsewhere. 
Second, they are probably long-term tenants, or if not long- 
term* tenants) hey are? low-cost housenolds- in Large,  pre= 
1976 mu Leip besunee? Dual) diangs* It seems a reasonable pre- 
sumptioniithatstheevandords of -seuchibulldingsy) because ot 
thearthigqghwy Esthet ty pet ind Cit tuelative ly dihiveunl take 
illegally increase rents between tenancies. Moreover, they 
are’ al sorpellative ly: bivelyrtorbe large, corporations con= 
cerned with behaving respectably. Many of the tenants who 
benefit are among the elderly poor and near-poor, who are 
Veryelmnmobid Wesand=re Patavely@low-cost. "Buc many middle-= 
income and some upper-income tenants also benefit, as do the 
Owners) Off pos t=) 7 Strental l‘bualaings-and the “owners of 
condominiums and other non-rental residential buildings in 
these aneas 2" Mostteft ehescost "or the Lower rents” in high= 
demand areas are borne by landlords; if our presumption 
about’ 11 begal: increases? ls ‘correct, ‘most ‘of these “are “cor= 
porations (and so ultimately their shareholders bear the 


cost) (to, Gnd Dyidualks =yhcho~enowgn colvownn Ge “Paige 
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multiple-unit,building. But to some extent the cost of 
these lower rents is also borne indirectly by high-cost 


tenants such as poor families, who will find themselves 


unacceptable to landlords faced by excess demand. 48 


RENT REGULATION II: REGULATION AGAINST UNCONSCIONABLE 
INCREASES 


The arguments advanced against the rent review program in 
Ontario apply: in large,part to any, form of, nent Gonbro Leith 
which rents may be held below their market level. But these 
arguments would not hold for an alternative regime in which 
rent regulation was designed to merely prevent unconscion- 
Bbeddnereabes 49. «Such, ay Begimeuieampseusseiyae thas 
section. 

One form of this regime would allow tenants to appeal 
rent increases; the appeal would be allowed if the new rent 
was above the market rent of similar un LES. Bite, GhLS 


Va 


arrangement puts too much of a burden on tenants, especially 


the sess’ anticoulate iones.s, An alternative would be to shift 
the onus to the landlord by setting an arbitrary threshold 
iceace vot .|,5ae60rn .Ssome other ratio greater than one) of 
the average rent increase in the city in the previous year. 
Landlords could appeal for a higher increase, which would be 
allowed if the resultant rent level .wase not aboves Che 
estimated market rent for the unit. There would be no 
regulation of rent increases between tenancies -~ a 


provision consistent with the rationale for the regulation, 
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which is to prevent a landtord” from explolcindg Wis #11 Led 
monopoly power and from using unconscionable rent increases 
to bring about economic eviction when explicit eviction is 
pilegal. 

This poltey would help aitrordability problemerowny 
marginal ly, alehough the Margin might be iImpoLrtan.. ets 
would do very little to change the incidence of households 
With -aAblordabi uty Spvobp Mems,e but, ic would prevent the 
ViCCIMIZation OL "housenolds@that-crther had an arfordability 
problem or were close to having one, and that did not have 
the financial resources to” cushion an unexpected increase in 
expenses. 

An al Cernativie policy rthiat goes slightly further its one 
that would tn ettect constrain landlords?) in 'some+eorrcun— 
stances, to take some time to reach market rent levels. 
Under this pomrey, the baciseror appealing *tive threshold 
rate of increase would be not the market rent of comparable 
lWLes @buterather wandtord’< coSteincréases. “Further, the 
landlord would be allowed a higher-than-threshold rate of 
rent increase only if he needed it in order to pass his 
COSTS ENTOUGD Within two, Ot pebnans tChihee, Vvears, Sis Kae 
Increases Lor this purpose would not ordinarily inelude 


Increases arlsings _ roman Tierease in mortgage principal.) 
The chosen threshold rate would be high enough to ensure 
that while the rent of a unLe mignte be held below ifs market 
value for a few years, it need not be below market for more 
than a few years. fnus the Pandlorq would, under this 


regime, Share with the tenant the burden of adjustment to 
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large cost increases. For’ instance, if -interest rates 


increased from 13 per cent to 23 per cent, the landlord 
might not be permitted to pass through all the increase 


WLERINsa years - This» restriction can bes jus bifiddwon itwo 


grounds. First, immediate cost pass-through might push the 
rent above the market rent of comparable units,50 in which 
case a sitting tenant who wished to avoid moving costs would 
oe Victimipeed, Second, while many landlords have low 
meonese(Miron and Cublingworth 1983); nhe* tatund reetytiat 
many of them have similarly low assets -- at the least, they 
own an income property -- and thus they are more likely to 
have sthe ifinaneial «strength tm adjust. tovancunexpected 
expense than are many tenants. 

Anpam pavitcalthion vo fhsthisi* propose esther mimeo nh tTine 
unpalatable to some is that a landlord who allowed his rents 
to drift to levels far below market level could not ratchet 
them up to market level ina single year. If asband@iioardshad 
a building filled with 85-year-old widows paying very low 
Pents,ahex(or the purchaser, if he sold) would have only 
limited «freedom ——.thatpdsy on lyathecieedomeablowedaay tite 
threshold rate of ancrease -- to increase the rents to 
market level. Again, the justification for this restriction 
is moving costs, and also the inp liecitercentractmthat sa 
landlord arguably has with long-term tenants. Aikeromietey this 
proposal, like the previous one, imposes no constraint on 
rent increases between tenancies; consequently the average 
rent in the building would approach the market level faster 


than would the rent paid by a continuing tenant.5l 
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This proposaltawouldgigo somewhat iurther@thoen, the 
previous one in assisting those with affordability problems 
at the margin. Both proposals would leave little room for a 
landlord to exercise even limited monopoly power. To the 
extent, thatijhonguekeases) withieprovitsrons ,biikeriehnose 
incorporated in these proposals have not been available at 
any price,. these proposals would rectify a market failure. 
Oh thewo.bhen. hand th Cy may OUn Gas tr Odie mOnLYyy Nag ime 
LHebi Leo1lencies;, |SInce, inywircualihy sad lacases .auvand lord 
would be assured of receiving market rent within a short 
periods of itime-. 

However, there are two cases in which inefficiencies 
might be large enough to be of consequence. Peligs te -t ney 
might be large if landlords viewed the regulations as 
suggestive of tighter regulations later. It seems unlikely 
that they would take this view, since the rate of threshold 
increase suggested here implies an increase allowable 
without appeal that is substantially higher than the current 
6 per cent guideline. Substantial inefficiencies could also 
arise if there were very large shifts in market rents within 
av city. *9 Foreanstance, 4f MarkeGirents cose’ by -6)(pervcent. on 
averagetan WhetropolitaneToronten (So* that’ them sugges ted 
threshomdrerarteiwouldgobe Oe perwicent)7etbuthtrients. fin. <bhe 
absencell o£ scentieregulatton,would muse? bye per «centiins the 
TOTOntONCoOre; es permni tted) venus an, the cone womkdabe shelow 
market. However, the gap would be reduced by the landlords’ 
freedom (totmse tir eniteycat Marke tagieved swomichamge in 


tenancy;52 and even the inefficiency associated with 
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continuing tenants would be less than it is under the 


current guideline. 

Compared with a system of no rent regulation, these 
proposals would confer a benefit on continuing tenants, 
whatever their income class. This benefit would not be 
large, however, except for the very risk-averse and, more 
particularly, for those who place a high value on security 
of tenure. The costs too would not be large. A small cost 
would be borne by landlords in high-demand areas, who would 
be prevented from raising rents quite as quickly and as much 


as market demand would sustain. Costs would also be imposed 


on exploitative landlords. 


PRODUCTION-BASED HOUSING SUBSIDIES TO REDUCE AFFORDABILITY 


PROBLEMS 


One way to directly reduce affordability problems is to 
build subsidized housing for low-income households. Social 
housing -- public housing, private rent supplement, and the 
rent-geared-to- income (RGE)y portionboft non-profits and co- 
operatives -- provides affordable housing by subsidizing the 
price of housing service, with the amount of the subsidy 
increasing as the household's income decreases. Thus these 
programs may be regarded as housing programs with a negative 
income tax element. Recipients of this subsidy necessarily 
have affordable housing because the rent they pay is set as 


an affordable percentage of income. Indeed, the fact that 


some poor and near-poor households are assured through this 
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subsidy of having no affordability problem is a major basis 
for concern about the non-recipients who do have a problem. 
it isagmavter ofmiabeness. 

One approach pethen;astotreductndqmattordabilbuty., problens 
would be simply to expand the social housing stock until all 
poor. and «near—poor chouseholdsywith) an-aftordabulityesprob lem 
were moved into social housing. This approach would have 
two clear advantages over the current rent review program: 
itwou bd dais'sisitnon Tyiithervpcoreuands nec are poor, and sitsyeostes 
would. ‘be «distributed equitably, through: the. tax, system, 
rather than being borne substantially by a restricted group 
Of PpropeRntyiowners, 

But the publacce=housing: approach also has major. dis- 
advantages. witiseverely, lamits thepchorce ofsreciprents, 
because to receive the housing price subsidy they must live 
in’social housing projects (or jin selected privatesrene 
Supplement buildings). The importance of this limitation is 
illustrated by the existence of a large number of vacancies 
in public housing for the elderly, even though large numbers 
of the eligible elderly live in unaffordable housing in the 
private market. Some poor 85-year-old widows would rather 
eatertoasititandid rink feeavinewa fam tiiikangwapar tment iad 
familiar neighbourhood) than. eat. meat iny a tiny) apartment in 
a badly located senior-citizen building in Scarborough. It 
iSspvVieryh LMPOr tant’ oO. notice sthat an. expansionwofe.social 
housing cannot by itself solve large affordability problems 
because a large portion of those with such problems do not 


wish to move to social housing projects. 
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A second major disadvantage of the social housing 
solution is that it is very expensive (see Fallis 1980; 
Steele 1984), partly because social housing is on average 
much newer than the housing occupied by low-income house- 
holds in the private market. Social housing developers may 
build especially high-quality buildings to ensure they do 
not become obsolete, to achieve city planning objectives, or 
for actract™ tenants’ to* ‘tHe *non=RGL worercn Cease. 
buildings. These may all be laudable objectives, but they 
have little to do with affordability. Further, social 
housing provides security of tenure and other advantages 
that are not obtainable in the private rental market, but 
these attributes are irrelevant to affordability. “social 


Housing’ is ‘neither the ‘only solution” to arLordabi lity 


problems nor a suitable way to address affordability alone. 


CASH, RENT, AND INCOME SUBSIDIES TO REDUCE AFFORDABILITY 


PROBLEMS 


A Negative Income Tax 


A direct approach to reducing affordability problems is to 
increase the incomes of the target groups through transfers. 
Thesarathmeticeofrthe rent-to-income ratio means that as 
long as a household's rent remains constant, an increase in 
income will reduce that ratio and so help any affordability 
problem. This approach 1s attractive on the grounds that a 


high rent-to-income ratio is a problem because it means that 
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too. bittle money. remains foreothen Goods. se lichedcl ide ene 
amount of. money ,the household. has ,1S), thus an Jobvicus 
SOU Oly 

A program that would do this is a negative income tax 
(NIT). Such a. proguam wouldvpay. to,a,shousehold wiihyzero 
income a. given amount -- called the support level -= and 
would.pay to other households. .an,amount that decreased as 
income increased. For example, if the support level were 
$4,000 and the negative income tax rate were 40 per cent, a 
household with a zero income would receive $4,000 and a 
household with a $1,000 income would receive $4,000 minus 
SA00. (or, $3,600) > achouseho dr with a $bh0,000 incomeswould 
receive nothing. 

A major advantage of an NIT is that, given standard 
ECONOMICwassumMptlOns pellets ect Vetlbo WG. Lin paye sb. Same, (CO 
two households with the same income, and it is most generous 
to those with the lowest income. A second advantage is that 
it allows the household to be the) judge, of thesabestpwayito 
Spend its subsidy. Ene ecomuract. tOseec1p Lents. Of pub ie 
housing subsidies, NIT recipients are free to choose how to 
allocate the subsidy between housing, food, and other goods. 

A disadvantage of the NIT is that the negative income 
bax ~hater acts Asner boluce itive stOswoOkk and the holding of 
income-yielding assets. While the NIT does not distort the 
choice between food and housing, it does distort the choice 
between leisure and housing. A second disadvantage is the 
dependence of the NIT on household income alone. It takes 


no .ccount. Of. thet tac. sthat wolhrerent households ‘face 
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different prices. It pays the same amount to an 85-year-old 


widow in Cornwall and to an 85-year-old widow in Toronto LE 


they have the same income, even if the Toronto widow pays 


twice as much as the Cornwall widow for a similar apartment. 


Thus, after she receives the NIT payment, the Cornwall widow 


will have a higher standard of living than the Toronto 
widow. 

Perhaps the most serious objection to an NIT as ia 
policy for tackling housing affordability problems is that 
it as Mistargeted, To'see"thefull foree ot this point, 
consider the proposition that taxpayers May prefer to give 
money to those among the poor who demonstrate that they 
Spend) a LoOt of ~tneir ineome “on ' hosing! and©-other 
necessities. Donors like beneficiaries to be deserving. 
However, the standard economic model used to assess the 
efficiency of alternative distribution schemes assumes that 
taxpayers do not care whether beneficiaries spend their 
income ‘on necessities or on Suc6ho and idrager® if this 
standard assumption is incorrect, then a major disadvantage 
Oran NIT as an affordability policy is that it pays house- 
holds an amount that does not depend on their housing 
expenditure. While the NIT payment will help the affordabi- 
ity OL alt recipients (assuming that their incomes and 
rents remain the same), many will receive the benefit who do 
not have a housing affordability problem -- a circumstance 
that makes the NIT much more expensive than a plan that pays 


benefits only to those with an affordability problem. 
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A_ Housing Allowance Program 


AOprogramxthat flSss-specificadsd yi4targe téedsto, housing tagrord— 
ability is a housing allowance program. Such programs are 
already in effect in British Columbia, Manitoba, Quebec, and 
New «-Biounswuck; sandmethey wads “ase.-a tornula that. be borh 
income- and rent-conditioned. specuiical ly,..the ali lowance 
(for households whose rent is at or below a set threshold 
remt) 1s a set percentage of the affordability gap, where 
thisaqapirs: definedsas, the amount by which rent.exceeds a 
set percentage of income, For those, paying more than 
threshold rent, the allowance is based on threshold rent 
rather than actual rent. In British Columbia, the allowance 
ish/> per)»céent Of the, excess. of .rent.overn 30 per cent of 
income. 

An income-conditioned, percentage-of-rent housing 
allowance can be regarded as a special kind of NIT. In the 
British Columbia version, the support level is 75 per cent 
of actualprene Ori Seper cent~of thweshowd rent .woichev er 
vsmbessjaand themmegqativerincome tax raters 22.5. per cent 


( boyper tcentrot 3 0spern cent). be qualiticatmion.require— 


ment). an expenditure of .30.per cent of income on rent; 
ensures that, only, households with a housing,affordability 
problem receive the housing allowance. This is in contrast 
to the situation with a negative income tax. 

mo. the -extent what low-income households paying a 
relatively high price for housing service, do so for reasons 


beyond their own control, housing allowances will tend to go 


ee 


to the neediest. The Cornwall-Toronto rent comparison given 


earli i 
lier is relevant here. More tendentiously, to the extent 


that overhoused tenants are in such a state because moving 
costs trap them in it, housing allowances again tend to go 
to the neediest. An advantage of a housing allowance over a 
production-based housing program is that while both directly 
help affordability problems, the housing allowance allows 
the recipient freedom of choice in his housing consumption, 
It is also far cheaper per household assisted. 

But there are also disadvantages to a housing allowance 
program. First, while it is better targeted to the neediest 
than an NIT, if moving costs and variability in the price of 
housing service are important, it will be less well-targeted 
to the extent that households have affordability problems 
because they are voluntarily living in relatively spacious, 
high-quality housing. Concerns about the housing allowance 
on these grounds are very much reduced by the cap that the 


threshold rent element in the allowance formu bar places’ on 


the rent suodsidy. A second disadvantage of a housing 


allowance program is the distortion it introduces into the 
consumption choices of low-income households because Ze 
apparently contains a large ihcentive eior households to 
increase their housing consumption. However, this incentive 
is much smaller than it seems to be at first sight, and the 
experience in Manitoba and British Columbia indicates it has 
very little effect (see Steele d964),eoFurther, to tne 
extent that a housing allowance is an incentive to housing 


consumption, it 1s also less of a work disincentive than an 


Pe 


NIT (see Fallis 1983; Steele 1984). Another objection to a 
housing allowance is that it may increase the price of 
housing service by increasing housing demand. 

some fear that housing allowances in effect merely 
increase “the prof ses olreeland Lords. There 1S abundant 
evidence ithat .ticyed Omnia, An EMpOT. Cane iSOULCC Omer suc 
evidence is the Experimental Housing Allowance Program in 
the United States. At Supply Experiment sites -- that is, 
at sites where enrolment was about as large as it would be 
in a non-experimental program -- rents rose by somewhat less 
than they did in other cities of the same size (Barnett 
1979, Table 5), and non-moving participants experienced at 
most a very Slight increase in the real price of housing 
service (Barnett 1979). For Canada, there is the evidence 
of province lal programs. Over the first eighteen months of 
the Manitoba program, the real mean rent of non-moving 
participants Inewininipeg@eis, estimated to have (actual iy 
declined (Steele 1984). Lier errlect Or this declines 1s 
reflected in the mean rent of all Manitoba participants, 


which has changed very little over time relative to the rent 


component of the Consumer Price Index; the pattern over time 
of the mean rents of allowance recipients in British 
Columbia and New Brunswick is similar (Steele 1984, Table 


Cg he 
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CONCLUDING REMARKS 


In this paper we have examined the extent of affordability 
probléms WniOntario and "found ditotosbeswmonws ideral key 
although it has apparently diminished in recent years. We 
have also considered the sources of affordability problems. 
In our view, the major source is low income, but there are 
oeier  T1mportant “contributing” factogs: One is the high 
demand for accommodation in large urban areas, which has 
pushed up the price of land and accordingly the rents in 
these places. Some households are relatively mobile and so 
do not get the advantage of a long-term discount in their 
rent. Other households are costly for landlords to serve —~ 
households with children are the prime example --— and so pay 
a premium rent. Still other tenants —~ often HEhesevery old 
-- pay a high rent because they are overhoused, but find 
themselves trapped by the multifarious costs Of moving. OThe 
building codes and housing standards in most urban areas 
push housing quality touatlevet dictated by middle-income 
standards, and this process tends to set a floor on rents. 
Probably less important than these factors is the limited 
monopoly power that landlords have in relation to sitting 
tenants because of moving costs (interpreted broadly): a 
tan@hkorda’ wayyy in tsome casce, increase the rent of a 
continuing tenant to a level above market, although on 
average a continuing tenant receives a discount. 

The policy of choice for dealing with the affordability 


problem is a program aimed squarely at it. Such a program 


tke, 


is a housing allowance program like’ those currently. in 
Operation in British Columbia and elsewhere. These programs 
demonstrate that concerns about the possible inefficiencies 
of an allowance program are in large part misp Laccds shor 
are Landlords: réaping extra profits trom. alwkbowance 
recipients. 

There is also merit in other possible programs, some of 
which are quite modest. Housing agencies could serve low- 
income households, especially families, by maintaining lists 
of available housing, much as universities maintain such 
List sSehor ws tuden es. These lists would help low-income 
households to find bargain housing. A further help would be 
an emergency rent fund; such.a fund would make low-income 
tenants more creditworthy and therefore more acceptable to 
the owners of bargain units. An emergency rent fund might 
also be used aS a source of very short-term loans for the 
pUrDOSewOT paying the security requinement of -one montis 
rent that is almost always required if a household is to 
obtain sa bargain- Unine. 

There should be serious reconsideration of current 
building codes and housing standards. In (part.rcu lary r thene 
is a good case for varying these standards by neighbourhood, 
just as zoning rules differ by neighbourhood; some variation 
may already exist because of different levels of enforce- 
ment. Different building code standards might be made more 
palatable to some people by naming them "modern", “old", and 


"very old”. This nomenclature would make the point that in 
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some areas renovated buildings would generally be of a 
standard only somewhat higher than that of unrenovated 
buildings, rather than very much higher. 

Some people advocate rent control as an affordability 
policy. In our view, the evidence reviewed in this paper 
indicates that the Ontario rent review program has had 
little overall impact on rents in the province. Even in the 
Toronto market the effect has generally been small, although 
it may have been quite substantial in the central core 
submarket. Thus rent review has not worked as an afford- 
Sor lity policy, except in a marginal way. We believe, 
however, that tightening the program in order to make it 
have a substantial effect on market rents would be a4 
mistake. The small inefficiencies it has induced would grow 
greater. Even retaining the program in its present form 
will probably do damage, especially if housing demand and 
the rate of inflation rise. This likelihood has been 


increased by the 1982 amendment to the program, which 


substantially eliminates an escape hateh Lor pDeorpercy 


owners. 

The distribution effects of the rent review program 
have been mixed. The program has almost certainly helped 
poor elderly renters in Toronto and some other cities. But 
it has probably hurt low-income families, because even when 
rents are only slightly below market levels landlords 
generally find it profitable to refuse to accept high-cost 


tenants; thus low-income families may have been forced into 


the exempt sector OF into submarkets where there have been 


ce 


illegal increases. Furthermore, rent review has probably 
helped many middle-income and a few upper-income renters at 
the expense of residential property owners -- especially the 
law-abiding owners of large rental buildings -- and at the 
expense of the taxpayers as a whole. 

Despite our view that rent review has acted only 
marginally as an affordabilrty policy, we wouldenoteaugue 
that there should be no rent regulation. We believe there 
should be protection against unconscionable rent increases: 
This protection may be particularly important for low-income 
renters, since they have so few resources with which tc 
cushion the impact of such increases; and among the low- 
income group the elderly, because of their high moving costs 
(broadly interpreted), are especially vulnerable. 

Of the two proposals puts forward “in this caper tice 
dealing with rent increases, we would choose tHe one that 
would allow, as a right, an increase considerably larger ~-= 
one and One-half times larger, perhaps -—- than the average 
market increase in the previous year. We would call this a 
threshowlaerent, “butvany name, other thanr "guideline twourld 
help to distinguish the program's intent from that of the 
current sy seem; indeed, the “threshold “rent might (be ecalt ed 
'‘Socimes ehiemquLdetine rent” (where xX “might™be® 154), In 
addition, this proposal would allow cost pass-through on a 
more restricted basis than the present one. Increases in 
financing costs would not be allowed if they resulted only 


from resale, and other cost increases would be allowed to 
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increase rents only if they were too great to be passed 


through over two or three years without exceeding the 


threshold rate of increase. 

The threshold rate of increase would, we expect, only 
rarely be one that a landlord would wish to exceed. We 
believe, that» requiring a lbandlord-to wait a year or two <o 
fully pass through extraordinary cost increases would do 
i4tete damage to efficiency"and that's tewould, an ee _ecr, 


result -in a sharing between landlords and tenants of 


adjustment costs. 
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APPENDIX. 1:. HIFE RENT DATA 


Rent data in the HIFE samples of household interviews form 
the, pasisesfora tthe ghousmngavattordabadea ty: tCaicula Gros 
presented.in this paper.’ The’ notion of “rent" may seem 
innocent enough to the reader. However, ambiguities arise 
in measurement. Any survey, such as those on which HIFE is 
based, attempts to resolve such ambiguities in its own 
Da Gieici ear way. Ltieis *asefullathereiore, tit owb ri es Ey 
consider just how the notion of “rent” is defined 1 wirree. 
This helps (us) to” better understand! then damitationsF and 
implications of the: housing -attordabil rity calculations. 
HV.erny, two. yeabs,, statistics Canada creates alfpubd 1ceuse 
HIFE dataset by merging data from three different surveys 
that use the same sample of households. rier Lod lowing 
describes construction of the 1982 dataset. Ey Pie 2, 
Statistics Canada undertook the Survey of Consumer Finances 
(SCF) and the Survey of Household Facilities and Equipment 
(SHFE). The SCF was piggybacked onto the April Labour Force 
SUr weve ib ESjeaveach, person Gesponding stomkhe DRS twas 
requestedmto also) completesthe Sch. The SHE was@similariy 
piggybacked onto the May LFS. The LFS is a rotating panel 
study; individuals remain in the sample for six consecutive 
months before they rotate out. The SCF and SHFE are admin- 


istered to the same subset: aboue two=—thirdstof thelfkull i 


LFS sample. In addition, Statistics Canada collected a Rent 


Schedule (RS) ,as)a monthiy supplement to theyApril ies, 
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Thus every renter household included in the SCF and SHFE was 


also included in the Rs. 


Statistics Canada makes available a public-use HIFE 


microdata sample which contains detailed information about 


the individual households. Since Statistics Canada cannot 
release information that might identify any individual, data 
on the location of the household (other than by province and 
Size Class Of City) dare omitted. “Also, Yrecoras Correo lena 
ing to high-income households have been deleted. 

HIFE samples cover all "private" households in Canada; 
they exclude individuals or families living in institutional 
Guarcters (6.g9., barracks, hospitals, communes, and staff or 
student residences). The HIFE samples are also stratified; 
they are intended to cover all private households in Canada 
eaxceut those on Inditan Reserves “ang” th the Yukon and 
Northwest Territories. Each sampled household is assigned a 
weight used to "blow up" sample data to give population 
estimates. ‘The data in this paper are based on these blown- 
up =coun ts. 

In the LFS, the household is asked Tf the dwelling is 
owned by any household member. If the answer is negative, 
the household is assumed to be a renter. Owner-occupiers of 
dwellings in multiple-dwelling structures under a co-owner- 
ship arrangement (€.g-, condominiums and co-operatives) are 
also owners. However, people living in condominiums that 
are not yet registered are coded as renters. In HIFE, a 
renter is defined as any other household. This designation 


includes, along with regular renters, households (1) living 
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rent=£ree,,. (in). paying jsome,or 41] .rent in kind, sor, (tide 
a share-cropping arrangement. 

Lo the RS; each) renter is ,asked. thesrentopaid tothe 
preceding, Month. awihe Quegtiongis. ho, Mone speci il c atian 
ih aia. FOr, example,., at ‘does not. ask the, respondent. to 
ine lade vingiConms excludes tiom )escen te expend iutumwes sian 
Utibitres;, heat, parking sscable wtealevi sion panduscby Olgas ue 
respondent is apparently free to either include or exclude 
such -amounts. The questionnaire subseguently asks what 
Kinds Of Services are included in the rent. -However..this 
makes he ditfiicume. to compare wousenolLdsa..One renter lwho 
does: Non nc bude UE ities (may sanpear .to have .a. lower rent 
than his next-door neighbour, even though their expenses are 
tne ames 

For several. reasons, the rent paid by a household may 
now bear muchigekationshap toric veoh ty—tosattord .. bor 
example, the dwelling may be used for both business and 
living accommodation.) Or at may be: occupied by “subsidized” 
renters. bneeher 97 Sa bIs0e ana 982, BLEBssamo.téesu.thas 
category included households whose rent was subsidized by 
government or.an employer. Households in senior-citizen, 
low-income, and co-operative housing all fell into this 
category, as did living quarters provided for superinten- 
dents Orsother employees. ~The 19380Jand 1982 HILFE samples 
also counted as subsidized households whose rent was paid in 
Fuld or in parteby ayelative., Note, however, that.the.rent 
was considered to be unsubsidized if the household received 


only) Mein aneaueata, NOt waa direct rent. reduction. The 
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calculations in this paper are based strictly on unsubsi- 


dized renters as defined here. In practice, vit Wsextremely 


difficult to draw a clear sline between unsubsidized and 


subsidized accommodation. This problem has been exacerbated 


by pthe, changerin, definitions ofa"supsiddzedis einwbe7enico 


allow for subsidization by a relative. 
APPENDIX (2: INCOME AND ABILITY TO AFFORD 


The calculations in this paper are based on household income 
data; tromniIPe. These income data include wages, salaries, 
net income from self-employment, other investment income, 


family allowances and other social assistance, pension 


income, and other money income. 

At. first) glance;othis \list.appears “to; -bexcomprenhensive. 
However, there are several noteworthy exclusions, among them 
(i) one-time money gifts from persons outside the household, 
(id eationier hkancesp. (iii) d umpssumopaymentsemot lite tor 


proper ty zinsurance,. (iv )baindfall gains andes (v1) capital 
gains... The list,also,excludes two Ltems: that-are eLeanLy 
not part of income but that contribute to pashufsl owes hy 1) 
money receipts arising from the liquidation of assets and 
(vii) money receipts or imputed receipts arising from an 
increase in indebtedness. These omissions indicate that 
some measure of ability-to-afford other than the one used in 


HIFE may be a more appropriate basis for housing affordabi- 


lity calculations. 


83 


What are»the alternatives? . Let:us briefly consider 
three; cash flow, permanent income, and wealth. Owe 
purpose here is simply to indicate that these are viable 
alternatives to income as measured in HIFE. 

The\Family Expenditure Survey (FAMEX) undertaken by 
Statistics Canada is based on’ an accounting’ identity between 
a Spending .unwe Ss ticach lowe source sof Slundse) “and: tus 
disposvtion of funds (or "total expenditure). Cash *ilow#rs 
definedas Che spendangmunie Ss wncome (as detined aw ates) 
plus other money receipts (categories i to v above) minus 
net echange- in assets less edebtsti(categoriles vii vand’ vin 
above). Thus cash flow does take a broader view of the 
funds available to the household than does the HIFE income 
Geatin bulion-. 

Isycashy filow “tor p(equivialently, *totaliexpendirure® == 
better than income as defined in HIFE as a measure of 
abihity=torabtordvii=Alehnougheacasim +h Pow Vs yan tattracunve 
alternative, there is a potential problem with this measure. 
Considem athe jekamp ley oi atspending Vuni et witha ss 20 7000 
income and no other money receipts or any changes in assets 
or (Piab 1Taeieie sees the sun Fe “spends 51570 00Pand pa ts “the 
remaining $5,000 into a savings account (1i.e., increases its 
assets)5=— 2 tsecashel Low is $20,0007 (income) 0etother money 
receiptsi)tcr755),0 005 (net rehange Tin assets: aniinus rdebts)rc= 
915,000. .Invother words, its cash’ £low is: equivalent tom ts 
expenditure and smaller than its current income. Perhaps 
one should™think of this anit's abi bity—to-antord’ assipennig 


520,000 (the amount of Money it has: available to spend on 
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goods and services during the year) rather than $15,000 (the 
amount 1t actually spends). Or should one? In fact, the 


unit may be saving $5,000 this year because it intends to 


> 4 C 
Narteea~MNajon purchase. next year, Or because it anticipates a 


future drop in income. If so, the unit may well feel that 


it cannot .aftord more.than $15,000, in expenditures «this 


year. Therefore whether one believes that cash flow 1S a 
petter Measure of ability~to-afford than is income depends 


' 4 . . 
om one’s view of the consumer's Pationale ~fonssay tiie 


borrowlng. 


Consider another example. A student wlth no current 
Micwme obtains. 4, 10an.ot $9,000. to go-to Cod tegqgeuta: the 
CT The loan proceeds are spent, on shelter food, 
tuition, and other living expenses. The current income of 
this student is zero, but his expenditure is $9,000. Does 
the latter reflect the student's ability-to-afford? ie is 
the student merely "exceeding his means" -- able to spend 
only, by. increasing his indebtedness? .1f.s0, his abl lity+to- 
afford is zero. Alternatively, the student (and the lender) 
can be seen as making a rational investment. The money 
borrowed for today's consumption will be paid. for, oy a 
b@oherarmcome later joe possibly a higher income than the 
student might have expected to earn with the college educa- 
tion. Thus the student may well be able to afford a $9,000 
expenditure this year: it is consistent with his future 
expected income. For this reason.total expenditure —=- which 
is eee ene equal.to cash flow => is frequently used 


instead of income in the analysis of expenditure patterns. 
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When total “expendrture is used this way, Lo ls Crtcen 
referred to as a measure of “permanent income", which in 
essence Us "thie avel aye amiua, sLMmcCme ChewcOnsuUNel expec seu 
receive over his lifetime. Why use this concept rather than 
current income? Most consumers have some ideas about 
fubure-cHanges fr sielroe incomes. “It they “ares Cudento oF 
unemployed, £Or example, they may toresee a rise in there 
RYVGOMeCas rr they are ‘approaching “Vetirement, “they may 
foresee a drop. "Lr CuUreenely employed, tney may havie some 
ideas about the Tikelihood of unemployment or promotion. 
Rational’ COnNnSumMers stake these varvations in income Inco 
account in decrding upon @ current’ bevel and patcern o1 
expenditure. In other words, current levels of expenditure 
need not be closely relatedvto current incone. 1 Gonsumebse 
USE -SaVing (Or, More Jgeneually, asset accumulation) OG 
DOETOWING CoO even Oue ENCES Patterns Of Expenditure over 
time. Loosely, "permanent income" is the income the 
spending Unit Dehaves as tnough at nad in making current 
COMSUMp ta On "UeGns LOns. Ris sts, ai becu, another way OL 
expressing the notion Of ability—to-afford. 

Related to permanent income is the use of wealth as a 
measure Of abiility—-to-atiord. Ina broad sense, wealth can 
be thought” to “include both the future earnings potential of 
the spending unre (1.6.4, -ts human caprtal) as well” as its 
cuprent ner nolrdings Of Financial assets minus tiabrlrreres: 
Decisions tO consume are interrelated with decisions to 
Limveot he Cierra vending) time lay, oon we xampp | es agereart 


consumption expenditure in order to invest for the future. 
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To understand how much a consumer is likely to spend on 


housing requires some consideration of the trade-offs 


between consumption and investment (or disinvestment). 


This discussion illustrates that income, as defined in 


HIFE, is not the only measure of a household's ability-to- 
afford. It is important to keep this in mind when thinking 
about the extent of the housing affordability problem. Some 
of the housing affordability problems identified using rent- 


to-incame tratios May simply represent “di inappropriate 


measure of ability-to-afford. 
APPENDIX 3: LOW-INCOME CUT-OFFS AND THE POVERTY LINE 


Low-income cut-offs were initially developed for the 1964 
Census Monograph "Incomes of Canadians" and later used by 
the Economic Council of Canada. The Consumer Income and 
Expenditure Division published a paper in 1973 entitled 
"Revision of Low Income Cut-offs" that updated the calcula- 
tion of low income cut-offs. The present discussion 1s 
based on that paper. 

In determining low-income cut-offs, the low-income 
Yevel of Living is defined as that income level at which a 
certain percentage of income is spent on "necessities". AS 
defined here, necessities include food, shelter, and 
evothing. The underlying rationale is that families of 
different sizes are at equivalent levels of living when they 


spend the same proportion of their income on necessities. 
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Low-income cut-offs are not intended as "poverty lines" but 
rather .as “statistical, Lines" applicable sto lan vanaiyois: oF 
the characteristics of the low-income population. However, 
Families below the low-income cut-offs are commonly thought 
to have an) abbordabidity problem. 

Statistres Canada Cantions. against 1nterpretingvics 
cut-offs-as “poverty tines". #Nonetheless, they vare there 
and sane. Common miewerw ore Fed win thiss sway. LVeSo cia tk 
Planning, Gounci lon IMeeropol ivan Tordn togtl9s33)) s.tie cu 
ofits ake compared towthe estimates of poverryo limes 
developed by the Canadian Council on Social Development and 
by the Senate -Conmmitteeson Poverty. OL Course, -the 
definition off atpoverty line as normative Vandmciko se 
attention should be paid to the definition used. Auer and 
McMullen (1980) also find alternative poverty line estimates 
to. De. "quite. simulans. Lisp lte “oF apparent ederinitloner 
differences. 

DELeEEMining the income cut-off Level. tis, vor iceounse; 
fundamentally a value judgement. In 1959, when low-income 
cut-offs were first calculated, the average expenditure- 
income Pato Loge rood, «shelter, and clothing kwas 50 tper 
cent. A 70 per cent criterion was chosen as the low-income 
Cut-off. That is, families spending more thany /0aper scent 
of their income on necessities were deemed to belong to the 
low-income population. In 1969, the average expenditure- 
pneomevratwo dropped to 4:2 per cents sin ronrder itol maintain 
the original 20 percentage point difference between the 


Cribenrion ‘and, the, overall expendi ture=income wat ro, Gihe 
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Criterion was lowered to 62 per cent. In 1978, the average 
expenditure-income ratio dropped still further, to 38.5 per 
eeént, so°the 20. point differential cule wasi ceappilied to 
yield a criterion of 58.5 per cent. However, the original 
70 per cent criterion and the subsequent lowerings all 
represent arbitrary decisions as to what constitutes the 
low-income cut-off. Specifically, why is it assumed that a 
20 per cent differential exists between the average 
expenditure-income ratio and the ratio defining the low- 
income population? 

A regression approach is used to determine the low= 
income cut-offs. The variables found to have ‘the “greatest 
effect in determining consumption (C) of food, shelter, and 
clothing are income (Y), family size (BS )vrsiaer oftplece of 
resident (Z), and geographical region {X). Using a 
regression approach, one can determine low-income cut-offs 
that control for the variables that are most lakedy to 
affect the consumption level of families. Low-income cut- 
offs are determined from the estimated consumption model for 
each size of family and geographic locale. 


Statistics Canada estimated a consumption model of the 


form 


‘@) 
i 
je) 


son) 8 ae 


where a is the intercept that represents the effect on 
consumption of family size, size of area of residence, and 


geographical region. A different intercept is calculated 
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for each demographic ands:gqeoguaphie gruotip,ewthe value sot 


Sh AS's ume admit o. be “COMms Gant. The G LSve the, jiogi tend on 
expenditure-income ratio that defines the low-income cut- 


off, consumption may be expressed as follows: 
Gas CY 


This equation ,simply, says .that (consumptiom equals glo0cteor 
bncome at the ccut-Ofesincome YY. ~Purting Enevtwoveq uation. 


together yields: 
Y = Be A eal oe 


ThaStequation di Vesethewneome Cue -Ofts=— om the a ncome ear 
which the: expendibure-income ratio is 1l00c2 for hesicen 
demographic group. This is the low-income cut-off. 

NOte that the Jow-1ncome cuc-ott approachuspecieues 
neither standards for the amounts of necessities, to  ~be 
consumed nor the minimum dollar amount to be spent on them. 
In other words, 1t focuses simply on typical expenda tures 


rather than on a minimum budget for adequate consumption. 


APPENDIX 4: ALTERNATIVE MEASURES OF THE HOUSING 


AFFORDABILITY PROBLEM 


In this paper, we have considered just the number of renters 
with an affordability problem and their incidence among all 
renters, but three other measures of the housing mfford= 
ability problem in Canada have also been used elsewhere: 


the Annual Total Gap (ATG), the Annual Average Gap (AAG), 


90 


and the Average Gap-to-Income Ratio (AGIR). In all of these 


measures, a "gap" is defined as the dollar difference, where 


positive, between rent paid and threshold pertiog uok«a 


spending unit's income. lf a’ unit’spends'(less**than the 


threshold portion of its income on rent, its gap is zero by 
definition. ATG is the sum of the dollar gaps for all 
spending units in’ the* cohort. AAG i the typical gap 
experienced by a unit in the cohort. Finally, AGIR is the 
average over the cohort of the spending units' ratios of 
gap-to-income. 

These three measures give us additional information 
about the extent and severity of the housing affordability 
problem. Instead of focusing on the number of households 
with an affordability problem, they look at extent of 
expenditure on shelter in excess of the threshold 
proportion. 

Miron and Cullingworth (1983, 124-31) show that 
although the number of households with an arrordavLrr rey 
problem fell between 1976 and 1978, the total dollar gap 
(ATG) remained the same and the average annual gap per 
problem household rose about 20 per cent. At the same time, 
the AGIR per problem household remained the same at about 17 
per cent. This means that (i) the number of problem houge= 
holds declined marginally, (ii) the average gap per problem 
household worsened, but C714 Rene increasing gap was matched 


on average by the increase in income. 
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NOTES 


In this paper, the Ontario rent review program is taken 
as*a Gasetof renticontrolns “vent comtroltiwsegcak en wo 
refer to,any regime undenwhiech Derive wossiova for rent 
to be restrained below its market level. "Rent regula- 
tion” Ps taken to rerer to “rents contcol Or wo orhen 
forms of rent regulation. 


Not only does this paper ignore home-owners; it also 
ignores the ownership market. Lt. VS Vimpeortanteco.note 
that the existence of this market affects the extent of 
the attordabilaty problems of renters. eC beawly = cic 
lower is the cost of home-ownership, the more important 
is the home-ownership alternative. For many renters, 
Cites Vonig=runmsotuiions<torcthe sahtordabirty sprobp bem 
would be home-ownership. But many low-income house- 
holds cannot become home-owners because of the size of 
the downpayment and the monthly payment. . 


In this paper we refer to households below the Statis- 
tics Canada low-income cut-off (see Appendix 3), which 
we shall ‘cali. the poverty line, as poor or sas Tow- 
income households; we refer to households between the 
poverty line and twice the poverty line as near-poor or 
as low-middle-income households. 


It 1S important to note that these poverty-line incomes 
increase with household size, so the ratios shown in 
Table 1 doonet™relate to a given ancome. 


Steele (1979) found income elasticities of demand of 
low-Lncome renters stor 1971 cE 0.9 tor (Tforonto and 
O.d2, for Montreal. 


To some extent, this is actually required by the method 
of income ‘cVassvEications: athe poverty—line area is see 
at a higher income for large urban areas than it is for 
other areas. Thus, households at the top of the low- 
income group must have higher incomes in large urban 
areas than elsewhere. 


Tf a £lat 30 per cent criterion is used’ to determine 
households with an affordability problem, the dif- 
erence TSemuch less sThemincldence is thers 39. per scent 
for the low-income elderly and 50 per cent for low- 
income families (computed from 1982 HIFE). 


This is based on computations from the 1982 HIFE. 


That is, the poverty line for 1976 (1969 base) inflated 
to. other “veers. on the Dasts of the anerease in ‘the 
Consumer Price Index. 
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sone eas conceivable that the incomes and rents 
Ow- and low-middle-income households did not follow 
the patterns indicated by the averages given here. 


A further possibility not investigated here is the 
possible shift of the low-income elderly towards a 
greater incidence of home-ownership. 


Among unsubsidized family renters in large urban areas 
in Ontario who were below the proverty line, 14.3 per 
cent were crowded in 1976 and 13.9 per cent in 1982; 
for non-elderly, non-family unsubsidized renters in 
Ontario who were below the poverty line, the ratios 
were .343°per cent in 1976) and 12:4 per) cent: ine l 982. 
These ratios are computed from the 1976 and 1982 
HIFE's, using estimated 1976 and 1982 incomes respec 
tively, and from a poverty line based on the Statistics 
Canada low-income cut-off, 1969-base. The crowding 
indicator defines a household as crowded if there are 
more than two persons per bedroom. 


Dn other words7 wil Lingly" $is--takeng To; mean that the 
household is in long-run equilibrium. 


Many small landlords live in one unit in a duplex and 
rent out the remaining unit. Erie 4l 9 24 fy thence (were 
38,000 owner-occupants of a rental building (Ontario 
1yS G30), tn addition, (o£; -cour se, theres arcypaahy 
landlords who do not occupy their rental building. 


However, entry can be restricted in certain locations 
by zoning restrictions. The importance of this depends 
on the extent to which alternative locations are alose 
substitutes. 


A market in which there are many producers, freedom of 
entry, and a product that is not perfectly homogeneous 


fulfils the assumptions of the monopolistic id pais rie 
model. Rydell (1979) uses such a model to explain why 


in the rental housing market much of the adjustment to 
changed demand comes through a change in the vacancy 
rate rather than in rent changes. 


There have in fact been official suggestions that the 
City) of Toronto should positively encourage such con- 
versions. 


Of course, the bargaining could be in terms of improve- 
nents bo, the accommodation rather than in terms of 
nominal rent. 


Presumably a landlord's turnover losses will be lower 
the lower is the vacancy rate, and vacancy rates are 
apt to be lower the more constraining is rent review. 
Further, the more rent review constrains rents below 
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market level, the less a rent discount is required in 
order to hold tenants; and the Ontario guideline system 
discotrages’ tdtscounting £or “destrabile -temants. 
Nonetheless, in a year when market rents rose, 33 per 
cent of surveyed non-movers in buildings of less than 
six units reported a zero rent increase (Ontario 1982, 
Table S77 


Friedman and Weinberg started by using Merrill's 
hedonic regressions (1980); these included variables 
fox tentigceS Cond etLonsi-e Unt t sual ty, * iiiee Size, 
neighbourhood “quality, and accessibitity sand yet 
explained only 80 per cent of the variance of the log 
Of rent inicPhoenix *and 66° per cent of it an Pittsburgh. 
After detailed investigation of the hedonic residual, 
they concluded that there were some quality components 
omitted from the Pittsburgh hedonic index, but there 
was little evidence of omitted quality in Phoenix. In 
other words, variation in the price of housing service 
might easily explain something like 20 per cent of the 
Varitence in the (log of rent, which woudd, .Vvery., rough hy 
also be about? 20 ber cént Of the variance in, rent. 


After this was written, we discovered that since the 
Pa lsh ‘of 19831. the City of Toronto "Housing Departinent 
has, Ona’ trial basis, maintained a List like the one 
we advocate. GalVed sa e"housingireqistry) Vlurwas 
largely established to help low-income singles who are 
Not meio thie. bor Cutynome housing: Listings tare 
obtained largely through response to regular advertise- 
ments in newspapers, but brochures soliciting listings 
have been distributed in some neighbourhoods. Many of 
the listings come from home-owners who wish to start 
renting part of their dwellings; thus the registry ‘can 
take credit for "creating" "many housing units. Accom- 
Modacrton’ Or tereds a sicheeked™ 'tor ensure that’ hve. 41s 
allowed byizonitnosby—laws and thacwthere. are: nosout= 
standing work ‘orders "that woud-d ‘amply “danger to 
Occupanecs, Accommodation is categorized by structural 
type; andr tie esi ze and yCharacterictics OL che Unrt. “are 
given. Home-owners are allowed to fully specify the 
Characteristics Oofvacceptahb le tenants (ror anstance, 
they are allowed to specaty “no weltare recipients”), 
but landlords of self-contained units are restricted in 
their specification by human rights legislation -- 
which does howe wer, al bows tiem to speciry “no 
children; 

Polventiawy venentes, learn of tie Wisk through news— 
paper advertisements, community agencies, and public 
libraries; listings are posted at the latter locations. 
Initially, “there was no restriction on rents for” listed 
accommodation, but because community agencies believed 
high rents were discouraging users, rent ceilings were 
imposed. (The University of Toronto housing service 
also refuses to list accommodation with rents above 
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specified ceilings.) The housing registry has been 
very well received by tenants and community agencies 
although single-parent mothers have found it less 
helpful than have other groups. (We are indebted to 
Keith Ward of the City of Toronto Housing Department 
for information; the responsibility for any errors is 
ours.) 

It is of interest that landlords are readily 
supphyingudlistings cto <bhe iregimetrysdesp hte the 
extremely low vacancy rate in Toronto and the lack of 
any screening of users of the list. 


A more powerful alternative would be a combined loan 
and rental insurance agency that would guarantee the 
rental payments of those who registered with it. There 
would» be a redistration fee; and) registration would 
only continue so long as rent payments were kept up and 
payments were made on any loans outstanding. There is 
a rough analogy between this proposal and National 
Housing Act mortgage insurance, which helps households 
to be acceptable risks for mortgage lenders. (PhHis 
proposal is based on an idea suggested by John Todd and 
aw resered of.thisipaperc) 

At present, an important way in which many landlords 
partially insure themselves against «rentaleilmedeal Ss aby 
requiring a deposit equal toa month's rent. A modest 
way ortinerease the accessibility of low-income house- 
holds to accommodation would be to have the emergency 
rent fund suggested in the text make béoans £6 sthe 
purpose of making a deposit. 


For Canadian evidence on this point, see note 27 below. 
For the United States, Ray Struyk (1980) has fully 
documented the strong association between the financial 
difficulties of a public housing project and its child 
population. 


Some indication of the greater importance ofrtihks;, dass 
ro. fami Liesathan:to.theveider ly is given.by -the; fact 
that in 1976, in large urban areas int Ontaraeo, an 
estimated 27 per cent of unsubsidized poor family 
renters lived in housing built before 1940, but only 9 
pers cent ,of unsubsidized poor elderly renters did 
(estimated from 1976 HIFE using 1969-base poverty 
line). 


This last point can be most easily seen by noting that 
damage to an item intheslast veaseok btselkiteug less 
costly than damage in. thentireteveatwne & rts, bie... A 
stain on carpeting due for replacement is less costly 
than a stain on new carpeting. 


De Leeuw and Struyk (1975) regard this as sufficiently 


important to justify making one constraint in their 
urban housing model: the requirement that any newly 
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budd ty slit becontadine a sspeci Fed! mri nem, Fanour:. “ot 
WOUS IO SHOeEk. AlksopokKing EIS) notes Crake, the 
housing consumption of low-income households may be out 
of equilibrium because of the constraints of housing 
codes. 


The’ imtéerpretatwvon Of thererty Cf TOroOmto, Vermiirae Lie 
code applies to the newly constructed part of a build- 
Lng <andSanyiipart2of “the ces tiot! the sburlaing Gehat is 
affected by the new work. 


Thies 1sithe implication of thesrequirement.thatwnere 
beasutfie bent? wali) outlets so thab) ateno@gped mt) along 
the, floor linéyiss the,distance tovyan oumle@imecre than 
silxefheet:w Dhis! iswva, requiremen tuoLathervOntarioanydro 
Electrical SGatety GCode-—nobt they Bui bding Code-=adminis= 
teredabysthesOntario Hydro: uUhis ccodewappiiles ionily to 
new ‘construction including” additrons and -clvteraerons). 


MCenmtral Heating’ siradetinedtras- furnace cheating oF 
installed electric heating, Estimates are trom, the 
LOLOTiRP ED Wwrerotdatastave sus itngy To -oeeeseima ted 
incomes; households include owner households as well as 


unsubsidized renter households. The poverty line has 
13:/,-8—bases 


It 1s possible, however, that the incidence of below- 


standard housing’ in. rural areas’ VsPnota goodtfguide to 
the preferences of urban dwellers. First, the instal- 
Latiom of “certain bas respac?l bitites Shs prebabigamore 
expensive in rural areas. Second, there is some 
question about the direction of causation: those with 
low]=qualmtiy prefecence’s may techoose tow ive anerural 
areas precisely because low quality is allowed there. 
But commuting costs will limit the number who make this 
choice. 

Some evidence on the other side of the argument 
Gomes sthrom IChestUn ered sitates. "The Experimental 
Housing” Alwbowance “Pan  Gesubes “indicate that, many 
households did ’mnot® consider their? present “housing 
deficient, and would not devote even small sums to 
repair .cectain “quality sdeticiences.” -(Straszheimsi9el, 
L26)2 > Yeu these households; woulayhavé been) elagib le 
for a substantial housing allowance if they had under- 
taken the repairs. 


ThesCity "ofeTorentosrequrres that 20° perl cent*oi la bét 
havet ground cover; Li va housekcovers s0¥perrcent of a 
lot, “this means, that. 607 perVvecent-or the remaining area 
must have -qround (cov er. Asphalt and a weedy but 
trimmed lawn would both qualify, so long as the weeds 
on the lawn were not noxious. We are indebted to David 
Breau of the Department of Bulldings ‘and Taspee@tions, 
City -of Toronto, slor thitestintormation;- the. iresponss bi-— 
iity. fornercorr ?tssoure. 
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However, this is not the stated practice in Toronto. 


This wm the"practice in*the City of Guelph.” in the 
CAty of Toronto, illegal work is caught by complaint or 
by accident; that is, inspectors do not search out 
illegal work but if they happen to see apparent 
evidence of illegal work underway, they investigate, 
whether or not there is a complaint. 


For full deraris of the act and a discussion of 1ts 
administration, see Arnott with Johnston (1981). 


The basis for this statement is the strong correlation 
between newness and exemption from rent review in 
Jazairi's data set. A feeling for the importance of 
this correlation is given by noting the great change in 
the statistics associated with the newness variable 
when the rent review variable is included in the 
regressions. tn particular, ‘wher rent sis regressed 
against Variables for city district, air conditioning, 
number of rooms, and newness, the Re Ts. "63> the 
coefficient of newness is 0.0146, and the F' statistic 
is 314; when the variable for rent review exemption 15 
added (and the parking variable is also added), ‘the E 
rises only to 0.66, the coefficient of newness falls to 
Q20nn2) andthe’ P statisticedrops dramatically to 131 
(ene inistatistive for sthe parking variable is 47). 


For example, see Kain and Quigley (1975) and Merrill 
(1980) as cited in Friedman and Weinberg (1982). The 
statistical significance of this variable is usally 
very high. For instance, in Merrill's regression 
(Tapl e1.302))) "Length of residence" has a t statistic of 
11.57; no other variable except "number of rooms" has a 
Greaver*t statistic than 7. See also note Po. tan eS; 
in regard to the remarkable proportion of non-moving 
renters in Toronto reporting a zero rene increase, 
suggesting that the length-of-tenure discount has 
survived rent review. 


This assumption is supported by the findings of Fallis 
and Smith (1984). They analyse a model in which 
consumers purchase in either a controlled market or in 
an exempt one and find that under most conditions the 
price of housing service in uncontrolled units exceeds 
the equilibrium price in the absence of controls. Pits 
ie supported by empirical evidence: for a two-year 
period in Los Angeles the average increase was 13.7 per 
cent Lor rent-controlled units, and 46.2 per cent for 
decontrolled units, while the increase in the absence 
of controls was predicted to be 23.9 per cent. 


These scenarios could be reversed, if there were sharp 


cost increases that could result in large rent 
increases because of the cost pass-through provisions 
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Of rent, L6EVLewW.gs SUCH increases eaceuapGatonoceur Gr 
interest rates rise substantial ly. 


For example, the owners of Colonel By Towers in Ottawa 
were recently successfully prosecuted (Ottawa Citizen, 
Apriisl’ 3.0), e064 lis) eels: © Uae aeivOr pcmcia hc Wey 
building with many long-term middle- and upper-income 
tenants. 

The extent of illegal rent increases has been great 
enough stor a tir 4ac.G “anmieit mepnement ts. ReMEwRECOVeCEY 
Service "has recaptured more. than.5200,000 on .behalf of 
Toronto-area tenants Since it was created a year ago" 
(The. Globewand Mail, Maya Lo SA Mae ACCOrd BEgatC 








the same news story, the owner of the service said that 
cost deterrents, ignorance, and language barriers pre- 
vented tenants from attempting to recover illegal rent 
Inereases thenselwes.) There is some 1marcation ehat 
the service very dianrgely concentratess its acti witless son 
quite: barge, multrv-unie bua Vding'ssn sbhereware obvious 
Gost considerations for downG sso. 


OnitarlLonnMingsitry, Cf Muinmiekpaltty AhPanns samd Home iing 
(LOSZar vi abivess “65 andh Sov, hap Leow ee lemeumay as 
some biaS in these responses because only the opinion 
OB non=movens was weponted.,* Close to, 90imer cent of 
those an the batten isurvey? reported ino change; a consi1-— 
derably hiqgnes) percentages Gham Inert teienOrmer sy athe 
dipirerence may Der related to bul lading size = don ly 
bi Yoings -witth: 20° or momerunies were wince budedsins tie 
second survey while all sizes were included in the 
fire p Most, hand lords ca tim jehaeeco Wem shiver previous 
five years there wasisnorchange, and Of the wmemarnder 
far MOceWlamnr improvement <than”’ Glam derer Loration 
Ub B82 b> sa bwe Sais 

It 1S possible, also, that decreased maintenance 
resulting from rent review may have largely taken the 
form of reduced decorating) and Other isuchwactivities 
rather than reduced basic structural maintenance. This 
would reduce housing service to tenants, but leave the 
Capital Vali Ce Oey aihe suit Gino elettt tale a fhe Cece 
Passages in a form letter from Campeau Corporation in 
thesespiring fold 9305 toma ~tenanteat LO0PRadeaumPerrace sin 
Ottawal,) ay )ign=— duality build ding sn: d.pmideslLocation, 
are suggestive: "We will no longer repaint occupied 
Unt sS wom penewedntenantsseveryi four yearce«a.lf, after 
LOUEV) Cavs, pdeubiteteguUures-ayrepalnt Gsub ect to the 
approy alot ehey eroject. Manager) je thesGornporation ywitl 
supply. the tenant. with thenwmequinred paint, finee <o£ 
charge: ;However, PeEwilb be the tenant'seresponsibi- 
lity, COs dowtne paineéting,, and) uponuwconpletion, the une 
wilJl..be Aanspected jbyvesthe, project statis...) Gushion 
Ploomvand7oOnrtilest loons iwi ltabe .epleaced oniyeasra 
result, of “strhuctinealscepainrs "to thes 6) oor. Otherwise 
repairs will be made." 
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According to survey evidence, landlords in the private 
Rent Supplement program strongly prefer elderly house- 
holds as tenants, especially relative to single-parent 
families. Of those who encountered problems, 50 per 
cent reported vandalism problems, 31° per *cent reported 
cule-breaking problems, and 12 per cent reported slow 
rent [payment] (Ruston, Tomany et al Prie79): 


It is instructive to note that an ex-developer attri- 
butes to inflation some problems generally attributed 
to rent control. "The fact is you cannot refinance at 
a level which would permit a moderate increase in 
rents. You cannot take a building which has been 
renting at $200 per month and charge $400 next month. 
This encourages landlords to begin to cut back on 
services and causes abandonments." (Simons 1981, SU) he 


At present, Royal Trust ordinarily makes mortgage loans 
on a rental residential property only fa)? the loan 
iWesG6 percent or. Less of appraised value and (b) 
rental revenue is greater than the sum Of pLOpeLcy 
taxes, interest, and principal repayment. Because Ehe 
payments in (b) exclude utility and maintenance 
expense, the (b) constraint permits negative cash LLOWs 
In some past periods, however, the cash flow constraint 
has been) tighter.’ Of course, it if asuatiy possible to 
generate negative cash flow by using secondary 
financing when primary lenders have tight constraints. 


Gmith ~ana’ Tom Urnson (1981) attribute one-half the 
costs of ARP to rent review. 


In 1977 there were 108,960 apartment and row-housing 
starts. Assuming that about 20,000 of these were non~ 
rental units (NHA mortgage loans were approved in 1977 
for 16,855 condominium units), total rental apartment 
and row starts were 87,000. Yet loans were approved 
for 56,905 ARP units in Lo77. (Data are.from Canadian 
Housing Statistics 1977, maniac OFT OL, Land von)e 


Accordingly, of course, it would also depress the value 
DO neARe Ubu Lainde. ie LNey WEle close substitutes, 
the reduction in their value below what it would have 
been in the absence Of ARP would be in the $20,000-per-— 
unit region. This is an alternative explanation of 
Smith and Tomlinson's findings that average price of 
rental apartments in Toronto rose by only about $2,000 
over 1974-80 while condominium apartments rose by about 
$12,000. They attribute the difference largely to rent 
review. 


See the review of evidence in Hanushek and Quigley 
(1981). 
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For a complete analysis of qualitative distributional 
effects of rent control based on a theoretical housing 
Model See: Arnott ewithswdobpnston), (1981) savior a dis— 
cussion, of détaidied .guantitative evidence On the 
Gustributcion.es ibenet ttc, passuminds them Lent paid oy 
every ainsubsidiazed housenold is atbected to thes eane 
percentage extent and there is no behavioural response, 
see Miron and Cul lingworth (1983). “In addition, see 
Silitheanderomilinsons .(1979), “or estimatesvotstheeeoces 
Of srentecontrol. borne by the -taxpayer. 


This is the term used by Arnott with Johnston (1981). 
The sterm rent gouging, might also be used. on Sent 
Stabilization” “might. be: used to. mean, iwoughly, athe 
prevention of unconscionable increases. 


Of “course a rational landlord would only@set his gmenc 
above the, market rent of comparable units to the extent 
tia tehescoudd exp lo.e bis slimited monopoly. power or 
because he wished to secure an economic eviction, 


ite Mighte-Dewobjyected that, 1fs rent “cequ-loation Joni y 
appa res, tO continuing tenants; such“tenants might pe 
harassed in order to induce them to vacate. But only 
rarely would landlords gain anything from harassment, 
in view of the suggested threshold rate of 1.5 times 
the market increase. There are very substantial costs 
for landlords associated with turnover, and only when 
rents are far below market would these costs be offset 
by the increased rents from new tenants. 


See previous note. 
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